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CHAPTER I 
Tuk PROBLEM AND HISTORY 


THZ PROBLEM 
oft 

It is the purpose of this study to cenpare the retirement 
system of the armed forces with those in business and industry in order 
to: (1) identify the purposes, salient cheractoristies, and benefits in 
gach; (2) identify the trends in civilien systeas; (3) appraise the 
retirement systems of the armed forces, giving consideration to the 
interests of the personnel, of the government and of the public; and (4) 
propose improvements to the retirement system of the militery esteblish- 


Limits of the probles. 
Firat, as in any study involving a consideration of data 


thet are apread through an extensive field, a major problem ia the 
securing of a representative sample of these date, ith the armed 
forees, no serious difficulty is involved beeause of the limited number 
of organizations to be considered, and becuuse of the close similarity 

of provisions for retirement among the three services. However, in the 
field of businese and industry, it has recently deen estinated that there 
are over nine thousend retirezent plens.* In addition, there are a large 
number of employee benefit plans, usually insurance plana, covering 
disability and death benefits. Next, there ore differences between the 


two organization categories that do not lend themselves to comparison on 


I Nuo. 
4 


OL Ge dee gieeq eee hee eee h oa * 

merein (MA M0 mr 

1S aS BE ORK de de eee eee eee ie 

bes rn ay stom os ee eee eo ensdiser) 6 A 
bot as tee dt at r 2 

h lien Odd ere OF eee eee Ro eee eee ee ee eee as | 

ee af gidagbat. bum esenteud wh. e2add dédtw e e odd 30 08 

at ngttesed bos ,aohtakre¢estade gnetlos yaagoqug elt 

7 043. eptergca (€) jaredgaqa natitvic at shaett eft 
one d aotswiehlenee evt „en bete edd te 

LA) bae gotideq ee Ye bam staemeteven ee to eee 
~tetidesse yiasiiin ode, Yo mesnye daemotiges o 09 etaqnevongal 
et eS ee Ve OT a era 


i? gi sent ho oe Jee Adee Ae beeen Tie ited 


29 een eee eee ee e e 

a9 b 90 @ yalvieval wise Las of ae „N 

g e eee eee ee wah n 

od? 92 clean wher © eig erlassene ne aue 4 

. Teenie Wr na Toe apo Te shel: ae 

e ath -stah e Io elqcce ovisednesetget e to gab 

Ske Tejon ene tee ee 

redn besiatt oda te samen’ Devon af een avyolteas of 
‘(> & +s Soe ote Ger pone! een oe eee ie piety 

qiiteiiota eeols ed’ to — dar — ence ‘od os 

i! AOA TD sad iy” Seno eee eae 

one at ,sevewo .cesivares werds ad dae — 0? 

4 een e eee 

erode vate besontsee cee tenen aed 42 ‘eer os Dae senf to 


1 2 ee e ee N en 

* „ Orr ede leise. ar soneda suenerigex baseuveds e 
20 „ Key r Wk a 

deere el sccereat lave anata ese seysigne te 3 


e e eee e 


eds neonsed weonorettih exe eves en ‘sndtened aoseb dno 
° i SRE Den Se ay ae 
ao sogtaoqnes o¢ aov Loomeds book bon ‘eb tod? sotronedan nolsastangno owt 


2 


any basis approsching quentification. These include principally (1) the 
conditions of service (for example, what consideration should be given 
to the “sigratory existence” and the hours of service of members of the 
armed forces?),* (2) the tenure of position (how does the instability of 
employment cf the businessman and the industriel worker due te business 
cycles compare with that of service personne] caused by forced ettrition 
in the promotion system and to cut-bocks in the size of the ailitery 
@stablishment?), and (3) the erucial nature of mission (to whet degres 
do the importance of missions differ, and what consideration should be 
given in the setting of armed forces retirement provisions and the 

grant ing of benefits?). The bearing of such metters upon a comparative 
study is appreciated, and it should be recognized that they ere factors 
that are difficult to weigh. 


importance of the study, 
Today there are frequent references in the daily newspaper 


to adoption of new pension plans and modification of old plans. These 
testify to the iaportant role that the subject of retirement plays in 
today's industrial world. Strikes, often threatened and frequently 
executed, testify that this is currently en importent isaue. In 1948, 
the National Labor Relations Board, in the case of the Inlend Steel 
Company, ruled that employers aust bargein collectively on pensions, 
health and welfare benefits.” Congressional consideration of smendmentsa 
to the Social Security Act attest the sational significance of sesurity 
in old age and disability.“ Passage of the “Career Compensation Act of 


1949" demonstrates active interest by the government in retirement lews 
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3 
affecting the ermed forces. “nactment of thie lew, covering both services 
eompensation and disability retirement, was preceded by a number of 
studies end extensive hearings on all phases of military retirement. 
Only wide differences of opinion on certain phases of retirement and the 
urgent need for siniaum legislation accounts for the failure to include 
211 types of retirement. Superannuation, forced, and “voluatary” vet fre- 
ment, financing and edsinistration of the retirement systeme within the 
militery establishment continue to be a subject of Congressional study. 
As in the consideration of much legislation involving the expenditure of 
government funds for programs included under personnel aanagenent, the 
question recurs, “How does this propose] compere with practice in 
business and industry?” 


to 22 sod. 

Ae indicated above, the field of industriel retirenert 
systems is an extensive one because of the number of plans involved. 
Also, among individual plans there is an extromely wide variation in 
provisione for retirement benefits, veating, contributions and other 
factors. Therefore, the writer sought data which aight provide 
information sore representative of industrial practice than would a 
necessarily smull sample of individusl plans. Information of this type 
was found in the form of four separate surveys conducted by one author 
and two large orgasizetions: a survey of 289 retirement plens conducted 
by the Bankers Trust Company of New Tork, separate anslyses of 376 group 
annuity plens® and of fifty employes benefit plana in the steel industry, 
and a survey of 612 retirement plane by Hugh ONeill. Although 
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individual compasy plans will be used for supplemestary purposes, date 
derived from the above sources will be used primerily is direct 
atetisticsl comparisons. 


Previous research in the subject field. 


In 1948, J. N. Mackroth at this university, presented a 
thesis in which he made a study comparing the retirement systen of the 
United States Nevy with systems in the Federal civil service, the State 
of Ohie civil service, the Foreign Service of the State Department, and 
300121 Seourity.? The present study aay be considered an extension of 


the above compsrisons into the business and industriel fields. 
HISTORY 


It io known that pensions were grented to militery personnel in 
the days of the Roman Empire,?° but in those eurly days of history, up 
through the communal and feudal eras, there was little need for security 
plans covering the population st large. Wan's life ley close to the 
8011, end from birth to death he drew hie subsistence directly from the 
land. In his old age, he was cared for and supported at home by the 
younger generation. His position in society was usually fixed from 
birth, depending upon the clase into which he was born and seach clase 
was responsible for the welfere of the class just below it. However, 
with the advent of the industrial system, his position underwent à 400121 
and economic change. From then on his position in economy wes based, not 
on status in a hisrarchy, but on individual contract in employment. 11 


Eeonomically, he sas now dependent upon wages to provide him with the 
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escentiels of life. then exploysent ceased, life, or at least the 
standard of living, vas endangered, It wae to moot the needs of this 
nom predicament that lerge-seale pension plans came inte being. In the 
years since the beginning of the new ers, industry has seen provision 
made for the non-employable through charity, both pudlie end private, 
and through savings, beth voluntary and compulsory. Asa with many social 
reforms, the development of formal retirement plans seena to have 
origineted with government. In 1810, s formal retirement plan was 
adopted for British civil servants.) A retirement system was developed 
for Swiss school teschers in 1039. 10 In 1852, the English adopted a 
plas for military personnel, 1 A contributory retirement aysten was 
adopted in German industry in 1860. 25 Wurrey Lat iner mentions records 
ef pensions being granted to sleves in the United states, 16 


Business and industry. 

One method of providing for superannuated and disabled 
employees is still in use today, although te » lesser degree than in 
years past. This is the provision of lower paid jobs whose requirements 
Gan be act by the employee of decreasing or reduced capabilities. 
Examples of such provision sre in the filling of positions as watehmen 
and gatekeepers by employees no longer able to nest the physics] or 
mental requirements of formerly held jebs. Also, in the sineteenth 
century there were numerous informal pension plans, in which a former 
employee might be provided for through the disbursesent of company funds, 
dependiag on business conditions and the whims of the employer. Warray 


Latimer, in a very thorough study of industrial retirement plans in the 
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United States and Canada, notes that the first formal retirezent system 
on the Americen continent was that of the Grand Trunk Railway of Canada, 
adopted in 1274.27 It was a contributory system (for the clerical and 
indoor staff entering service before the age of thirty-seven) under 
which employee and employer each contributed 25 per cent of salary and 
retirement wes permitted at the age of fifty-five with an anaual benefit 
equal te one sixtieth of pay at time ef retirement multiplied by the 
number of yesre service, sith a maximum of two thirds of final pay. In 
1875 the American Express Company inaugurated a non-contributory system.“ 
Phe Baltimore ond Ohio Railrosd inauguroted a contributory plan in 1880.9 
The first formal plan in the manufacturing industry was initiated in 1882 
by Alfred Dolge, a New York felt manufacturer. His company, however, 
failed in 1898 and it was not until 1901 thet the Carnegie Steel 
Gorperstion ineugurated the first enduring plan in the manufacturing 
rie. Leading the way in the development of retiresent plans were 
the railway, steel, sublic utility, and 11 companies. Indicative of 
the extension of coverage of employees in the railrosd industry in the 
United States are the following figures: in 1490 approximutely three 
per cont of all railroad employees were covered by retirement plans, in 
1900 eleven per cent, in 1910 fifty per cent, in 1920 seventy-six per 
cont, and in 1927 eighty-two por dent. 1 Since the latter date the 
federal government has taken control of retirement in this field under 
the Reilroed Retirement Aet of 1935. 

Overall growth of plans in busiseas and industry is indi- 


cated in the following list of plans adopted up to 19291 
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1874 to 1900 - 12 plans adepted 

1901 to 1905 - 24 plans adopted 

1906 to 1910 + 30 plans adopted 

1911 to 1915 - 101 plans adopted 

1916 to 1920 - 120 plans sdopted 

1921 to 1925 - 72 plans adopted 

1926 to 1929 + 59 plans adopted 
Of these 418 plans, 397 remained in 1929. Treasury Department dete on 
Plans approved by the Burasu of internal Revenue indicate rapid erowth 
in later wears. 517 plans were initiated from 1930 through 1939. In 
1940 and up through August 1942, 843 plana were initiated. Over four 
thoussnd plans were initisted in the following twenty-eight months, 
through 1944. By the close of 1946 a total of approximately seven 
thousand plans hed been ineugurated. As previously indicated, « total 
of about nine thousand retirement plans ere now in operation. (Lest 
these numbers prove misleading to the reader, it should be noted that 
the total number of corporations in the United states approaches five 
hundred thousand). “4 Principal causes of the radical increase in 
numbers of plans during the recent war years were three in number: 
(1) the allowsnce of corporation income tax deductions for profits 
transferred to approved pension plans, (2) the high excess profits 
tax rate during these years, and (3) the freezing of wages, inclining 
employers to attract and hold employees through other forms of 
compensation, 


The 014 Age and Survivers Insurance (Social Seeurity) and 
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Railroad Retirement systems, administered by the federal government, 
also provide for industrial workers. 


Armed Forces. 

voluntary“ retirement for military personnel, contrary to 
the belief of many, although initiated at the request of the member of 
the military establishment, may not be effected without the approval of 
the Secretary of the department concerned, uch epproval is usually 
given only on grounds thet will be of benefit to the government. From 
ite inception in 1855, voluntary retirement has been closely assisted 
with the maintenance of a promotional system and bas developed into an 
inducement in the recruitment and retention of personnel. An act of 
1855 provided that naval officers of certain grades could be placed on 
a “Reserve List” with either leave of absence pay or furlough pay. A 
"Retired List“ was established in 1857, marking ite first appesrence on 
Federal statutes. ith the advent of the Civil Wer more attention was 
paid to the disposal of superannusted officers who, though no longer fit 
for service (some were over eighty years old), were nonetheless holding 
down active duty billets. So in 1861 legicletion wae enacted, covering 
both the Army and the Navy, which provided for voluntary retirement of 
officers at seventy-five per cent of active duty pay after forty years 
of service. This legislation failed to elisinete the “dead wood” 
problea of the services and by 1899 the service requirement had been 
reduced to thirty years and provisions hed been extended to include the 
onlisted personne] of both branches. In 1916, the Navy's Fleet Reserve 


systen was established whereby enlisted aan could apply for transfer to 
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inective status after sixteen years service. In 1925 the service 
requirement wes increased to twenty years. Twenty year retirement for 
@nlisted personnel of the Army was authorized in 1945. In order to 
reduce a serious hump in the officer ranks of the Army, caused by the 
influx during the firat World Yar, retirement of officers with fifteen 
years service at the rate of 2% per cent of base pay (2 per cont tines 
yours of service times final pay) vas authorized in 1935. Yor a similer 
reason, notwithstanding a previously initiated promotion system involv- 
ing forced retiresent, similar legislation waa enacted for the Navy in 
1938, dut with a twenty year service requirement. Public Law 305, in 
1945, brought all services into uniforsity for both officers and 
enlisted personnel, suthorizing requested retirement after twenty years 
eervice, at a rate of pay of 2) per cont of base pay per yoar of service, 
if approved by the Secretary of the service concerned. Requests of 
enlisted personnel for retirement under this lew are elmost invariably 
approved. In the case of officers, however, approvals of requeste are 
fou. 

Forced retirement is effected as a coneequence of failure 
of selection for the sext higher rank or because of having reached the 
statutory age limit, and applies only to officer personnel. Super- 
annust ion retiremest was introduced in 1861 as part of the same legis- 
lation noted above, with an age limit of. sixty-two years. Thies was 
later oxtesded to sixty-four yeure end then, recently, sgain reduced 
to sixty-two years. Promotion systems, designed for the purpose of 


maintaining vigorous physical and mentel capacity throughout the 
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10 
commissioned ranks, were introduced relatively late in service history. 
In 1699, © “seloction-out* system was enacted in the Navy with the 
introduction of “plucking” boards which selected for forced retirement 
certain prescrided numbers in the various ranks in order to seintein en 
adequate flow of promotion. This procedure was changed in 1916 with the 
adoption of a “selection up“ aystem for captains, commanders and lieu- 
tenant eonnantere, under which those who failed of selection wore forced 
to retire upon reaching certain age limits, at the 24 per cent retire- 
gent pay rate. The Officer Personnel Act of 1947 extended the Navy's 
promotion system to the Army and the Air Force, root ion through 
selection was applied to all except the lowest officer rank, and foreed 
retirement for those passed over” was set up on a years service basis. 

Digability retirement was initiated in the eurly monthe 
of the nation’s history with the passage of « lew in 1776 providing for 
the retiresent on half pey of personnel, officer and enlisted, disabled 
in line of duty. 26 Subsequent legislation indicates thet this ect 
expired in time, for in the lew of 1861 provision was made for the 
Gieebility retirement of officers on seventy-five per cent of active 
duty pay and in 1867, legislation applicable to naval enlisted personnel, 
provided for half-pay disability retirement after twenty years service 
and for dissbility assistance from the Naval Pension Fund efter ten yours 
service, in 1941, disability retirement provisions were extended to 
enlisted persosnel of the Army. The “Career Compensation Act of 1949" 
aet up unifors Gisabdility legisietion for officers and enlisted per- 


sonnel. 7 For those with a disability of thirty per cent or aore, as 
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11 
determined under the FTeterans“ Administration stenderd rating, retire- 
ment may be effected at either a rate equal to the disability percentage 
or at the 24 per cent times years of service rate, at the choise of the 
individual. For those with a disability of less than thirty per cent, 
severance pay (two months active pay por your of service to a maximum 
of two years pay] is provided, except that those with twenty or more 
years service ae retire at the 24 por cont rate, 

An interesting form of remuneration, not classifiable 
under any of the above types, was thet provided by an act of 1778 for a 
pons ion at one half pay for seven years for all officers remaining in 
service until the end of the Revolutionary var. 28 This is a vivid 
example of deferred compensation used for the sole purpose of “holding 
the employee". 
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CHAPT2R Ii 
THE PURPOSE CF ABD THE PAYMENT FOR RETIREMENT rern 


PURFOSE 

Retirement systems provide edvactages to three broed groups in 
the modern community. Each of the three, with the passage of tine, hes 
evineed an inevensing interest in this subject. First, the employer 
(management, the stockholders, the government) hes found that herein 
lies an effective seans of increasing productive efficiensy, so 
Sssential to the security of any lurge scale enterprise. Second, the 
employes (the executive, the machinist, the soldier) finds in retiremant 
systems one gans of insuring himself, and of course his dependents, 
against the day when through accident, disease, or naturel deteriorstion 
of mind and body, hia services to the comaunity can no longer demand a 
living wage. Third, organized society by virtue of its self-interest in 
the well-being of humanity finds here an orderly, reasonably reliable 


and self-respecting means for the alleviation of human suffering. 


The employer. 

Until recent years, systens of retirement have usually 
originated with the employer. Usapecially in industry, this gratis 
distribution of cepital has not been made through the “goodness of 
heart” of the employer, but rather through an appreciation of certain 
advantages to hia. A fe industrial plans recognize this fact in 
literature issued to employees. A large public utility corporation 


notes thet without a retirement plen, . . . there would be a slowing 
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down of the telephone tea as a whole and inpairzent of the telephone 
service. 1 4 large automobile manufacturer, presenting his retirement 
plan to employees, writes, “It is therefore essential to any business 
that those of ite people whose days of usefulness ere declining be 
repleced by others younger and sore vigorous."* The report of the 
Hoover Comaission refers to the design of retirement systems for govern- 
ment organizations in order to, ". . attract and hold qualified men 
and women. . . and further remarks thet, "Attention is focused on the 
efficiency of the organization, as ia notably the cage not only in the 
armed forces . . 3 Following are what are considered to be the four 
principal purposes of retirement systema: 

Elimination of the superennuated, 

Those who, because of declining physicsl end sental 
performance, cannot perform at normal efficiency adversely affect the 
overell orgenizational efficiency, Aside from accident hazarda in 
certain types of work, the retention of superannuated employees may be 
considered to represent a loss equal to the difference between the 
selary paid them and the emount actually earned, as represented by their 
contribution to production. This factor assumes even greater importance 
in an organization“ top management. Frequently, personnel whose 
activities demend sore extensive and erduous physical effort are per- 
mitted earlier retirement than others, in appreciation of the earlier 
age et which physical capacity commences its decline. 

Elimination of the disabled. 


The benefits of eliminating the disabled employee 
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ere similar to those discussed above, Unless the minimum physical 
standards for efficient performance are met, the productive efficiency 
of the organization may be expected to suffer, In industry, those who 
are only partially disabled may often continue in the same positions; 
others, ac secessery, may be provided employment with lesser physical 
requirements. The armed forces demand of eli their personnel an ex- 
Wir high physical standard of performance, regardless er insodiete 
duties, beceuse of the basic mission of the organization. However, 
careful classification of positions may reveal e number which could be 
filled by persons with less than complete physical fitaess, 

Attract and hold employses. 

As early es 1918 Lewis Werian, writing on the 
retirement of public exployees, said, ". . . men who would not compete 
for the salary alone will compete for the salery plus the promised 
benefits. . . Men once in the service who would resign if there were 
no benefits will be held because of then. Tue late Secretary of 
Defense Janes Porrestel noted the Services’ need for compensation, 
including retirement benefits, that, ". 9111 enable them to attract 
and retain their fair share of the best kind of un. . . During the 
past war, when industrial concerns could not sompete for exployees on « 
basis of wages, retirement benefits were offered as inducements. Today, 
large corporations attract and hold high echelen eupeatives by the offer 
of very substant 101 pensions, six figure salartes having lost much of 
their attraction because of income taxes, ° Sriters in the past have 
pointed out that new young employees are such less interested in future 


benefits than in immediate wages and saler ies. However, it would appear 
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15 
thet with the wide publicity given to pengions in the paat two years, 
even the young age group would become sore security conscious. In any 
ease, in an organizetion which operates on « planned attrition besia, 
es Go the arsed forces, the ettraction of liberal retirement benefits 
proves to be an important factor. 

Nlimination of the lesa efficient. 
| Elimination is evident only in the armed forces, 
where it is applied to the officer ranks through the system of promotion. 
This system, in effect, provides that of every one hundred officers 
entering the service et junior rank only about two shall continue in 
service to the superannuction age and attain to highest rank. After 
specified periods of service in the various ranks (except the lowest), 
selection boards choose certain percentages of officers for continued 
service, Those not so selected are separated from the organization. 
Through this procedure the government ia assured that only the best 
officers, not necessarily 11 those who gay be qualified, are advanced 
in penk, at the same tine providing better opportunity for advancement 
to top rank to ell future entrants. 
Wiscellaneous, 
Other purposes whieh overlep with the above, heve 
a very limited effect, or are totally without support, sre deserving 
only of passing mention. These sre: benevolence, improvement of morale, 
development of incentive, encouragement of thrift, rewarding of long and 
faithful service, promotion of community good will and better managemont~ 
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than as a purpose of) retirement plans, 1a the fact that the industrial 
employer has the opportunity of gaining a portion of the above benefits 
at minima cost to himself, in that such contributions as he makes to 
pension plens are deductible in the computation of federal taxes, 
During forld ar II profits and taxes rose to such heights as to percit 
the employer to provide retiresent plans for a cost of as little as 


fifteen to twenty cents on the dollar. 7 


The _omployee, 
The interest of the employes in retirement plena lies 
@lmost entirely in their provision for his future security, However 
much beyond his administretive control, private retirement plans provide 
him with @ relatively staple and painless seans of attaining thot 
security. Particulerly in the higher income breckete, where high tex 
rates and low investment intorest rates have made it incressingly 4iffi- 
cult for the individuel to accumulate funds for future security, the 
provision of retirement plans by employers permits the sccumuletion of 
future income with minimum tex on present pay. Insofar as pension plans 
represent e form of prefit sharing in industry, it is noted thet in a 
Congressional survey of employee opinion on preference for method of 
receiving profit shares, fifty per cent expressed preference for their 
being placed in retirement funds, only thirty-five per cent preferred 


receiving them aa part of regular pay. 


Society . 


Merias reeognizes the adoption of retirement systems os a 
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17 
“turning point in social evolution” and effectively sums up the vier- 
point of society in the following words: ? 
It is, therefore, a constructive social measure, because it 
tends toward greater stebility and independence and reduces the 
need for public and private charity; and it does this by com 
pelling the employees while poesessed of full earning capacity 
to save part of their compensation for services rendered in 
order that they aay be protected when their earning capecity 
fails. ; 
Goldstein speaks of three layers of security; the first, provided 
through government activity (Gocial Security), supplying the bare 
essentials of existence; the second, through private pension plans, 
providing enough to increase income to a level thet permits « reasonable 
standard of living; and third, personal thrift providing the luxur 103. 40 
Those who would let the thriftless suffer for their fault should realize 
that society has a lively interest in the dependents of the breadwinner, 
especially where the latter may be shortsighted in planning for the 
future, Aside from sesurity to the individual member of society, it is 
noted that stability of income tends to reduce the swing of business 


eycles and in that sense contributes to the national esonomic neslth. 11 


PAYMSUT 
Who pays for retirement? When the retired employee, reflecting 
on his continuing income from a private or covernment retirement syatem, 
feels grateful for security in his closing years at home, in which. 
direction should bis mind turn in gratitude for thie income? To the 
extent thet he is receiving a return on hie own contributions into the 
retirement fund, all will agree that this is his own money returning to 


ite rightful owner. But what of the contributions made by his former 
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18 
eaployer, whether he be ia the business of manufecturing esutomobilesa or 
that of providing public service? Umployer contributions normally total 
at least half of the payment into retirement costs. The answer hore is 
Closely related to the fasue of contributory plans versus asa-esatrivas 


tory plane end that of vesting, discussed in succeeding chapters. 


The eaployer pays? 
Since the employer's contributions coms from funds under 


his control, many think, and mseny employers ers losthe to adzit other- 
wiss, that such contributions are a true cost to ownership. Those she 
secept this premise must conclude that pensions are simple ects of 
benevolence, “rewards for service". But, as indicated in previous 
sections of this chapter, the employer is not giving something for 
nothing. Retirement plans are initiated by management for purposes 


advantageous to management. 


The Conguser? 


It may be said that the consumer pays the costa of ret fre- 
ment systems, just ae he absorbs the charges for wages, materiale and 
overhead in production. As we shall see later, some or all of the 
expense of retirezent may in time be eliminated through inoreased pro- 
ductivity. Further, to the degree that the government surrenders texes 
on profits allowed as deductible, because of employer contributions to 
pension funds, it might be seid that the congumer, as a taxpayer, is 
bearing the coats. 


Retirenent costs absorbed in productive efficiency? 
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Retirement systema aay pay for themselves, insofar as the 
emount of working capitel is concerned, O'Neill advances this ides in 
what he refers to as the “equalization theory"; given costa may provide 
certain benefits which will result in equal sevings.2? In « recent 
article on pension plans, Fortune Hagazine recommends that managesent 
defray the costs of retirement plans by increseins productive efficiency 
insteed of by Snevyeasing prices or accepting a decrease in pror 1. 13 
The Timken Roller Bearing Company advises its employees that “Pensions 
Weed PFroduet ien“. It reasons that unless production is iapreved to the 
point that it bears the costs of pensions, such costs must be reflected 
in higher prices, resulting in lower profits and reduced payments into 
pension funds. 11 Another large corporation has geared retirement bene- 


fits directly to company profits es an incestive to worker efficiensy. 15 


The _eaployee? 


There is extensive and increasing support for the viewpoint 
that employer contributions are deferred wages, that the employee earns 
his retirezent income, Yeriam speaks of retirement systems as being 
„ „ „ Gatablished by the government primarily in ite own interest, but 
operated at the expense of the employees, "26 Pritchett notes that en- 
ployer contributions are absorbed in the salary seale and that in the 
long run employees provide their own retirement pay. 17 The esteblish- 
ment of a retirement system marks « policy of peying partly in immediate 
weges, end partly through retirement benefits eccumuleted over a period 
of years in the form of compulsory savings. The Secretary of Defense, in 


outlining the mission of the Advisory Commission on Service Pay wrote, 
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20 
Hany things combine to aeke up the compensation received by an 
individual for e given job... . such things as insurance, retirement 
pay, and survivor benefits."8 wenbders of Congress, when petitioned 
for pay increases to public servants, rightly point to the value of 
retirement benefits as a factor to be considered in arriving st « new 
nalary seale for government employees, Uspecielly since release of the 
recommendations of the President's recent steel fact-finding board, 
lebor organizations are seeking the benefits of pension and welfare 
plans ag a means to increased compensation. 1 Certainly in a competi- 
tive labor market, in an organization where there is ao retirement plan, 
employees may expect to obtain incressed immediate wages in the absence 
of deferred money benefits. The weight of opinion definitely seams to 
favor the proposition that retirement benefits derived from employer 
contributions really are deferred wages earned by the enployos. 
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CHAPTER III 


CONTRIBUTORY VERSUS NOW-CONTHIBITORY SYSTENS 


fhe controversy as to whether a good retirement system should be 
eontributory (employes and employer both contribute) or non-contributory 
{employer pay all) is one based on best practice rather than on prinei- 
ple. Aa pointed out in the preceding chapter, the cush benefits that an 
employes receives from a retiresent systen represent “deferred wages”, a 
return to him of his own money. ‘fo ere now concerned with whether it is 
best to accumulate auch benefits solely from employer payzents or to 
have part of the payment routed through the employee's salary. Although 
management and labor have not usually opposed one another, on this 
issue, such a division has taken place recently in the movement of lerge 
lebor orgenizations for increased compensation through pension and wele- 
fare benefit plans. This issue was the principal stumbling block in the 
recent United States Steel Corporation strike in 1949. Time Magesine 
commented on this controversy over contributions, “Actually the Wurray- 
Pairless fight eppeared to be less a matter of principle then one of 
various prides and pro jud io 1 The contributory issue is 0 current 
one in consideration of changes to the retirement systems of the armed 
forces, which are now non-contributory, The President,” and e joint 
armed services persorne) board? have expressed themselves as favoring 
a Ghenge-over to the contributory type. On the other hand, the Hook 
Commission, which conducted an extensive study of compensation in the 


armed forces, recommends retention of the present non-contributory 
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42 
system whereby the goverament pays all.“ The President's steel faot- 
Finding board, in its report submitted in Septeaber 1949, noted « “great 
trend in recent years“ to non-contributory plans.” However, to many, no 
such trend is clearly evident, and it may be thet the bourd's findings 
in this matter have created a trend rather then reflected one, In the 
following pages is presented an analysis of the comparative aerits of 
the two systems, u considerstion of present practice, and observations 
directed toward the problem in the armed forees, 


Advantages of the contributory systea, 
To the employes, 


Surety of benefits is greater under the contributory 
system. Hore, the payments of the employes are clear evidence of his 
take in the benefits. There can be little excuse fer the employer's not 
making good on his plan if a portion of the supporting funds are directly 
provided by the mombers. Further, employee contributions usually 
necessitate the setting up of « reserve fund which seta as an insursnee 
egainst business failures in industry and economy movements in covern- 
mont. Under a contributory system, there should be less danger of eur- 
tailment of promised benefits such es have been threatened in the past. & 

With a contributory syatem, the employee can expect 
to receive a greeter portion of his “deferred wages" in event of early 
seperation from his employing organization, and in event of his death 
hie dependents should obtain greater benefits. hen an employse hes 
been a member of a retirement system beyond a limited period, the em 


ployer cennot justly deny to him the return of his contributions unless 
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23 
@ previous understanding to this effect is recognized. There is strong 
argument as well for return of the employer's contributions to employee 
or dependent. 

Opportunity for voluntary contributions on the part 
of employees may be expected in contributory plana, with resulting ine 
Grease in security benefits. This practice is evident in many industriel) 
plans as well as in the Federal civil service and foreign service plans. 

Greater employee control in administration of the 
retirement system may be obtained when it ia of the contributory type. 
The American Federation of Labor advises its unions,.". . . it may be 
seceseary or advisable at times to accept s contributory arraagenant, 
in order to get a stronger voice in edministration of the fund. . "7 

Ability to vary equities through choice of optional 
methods of payment of benefits are more frequently found in contributory 
systems. For instance, e reduced retirement income sight be selected by 
the employee in order to secure ineoreased survivorship benefits for a 
dependent wife, 

To the employer. 

The fact that an employee contributes toward his 
future benefits acts as a brake on excessive decends for increase in 
benefits. ith a contributory system, an increase in allowed benefits 
is normally sccompsnied by an increase in exployee (as 311 as employer) 
contributions, causing the smployee to give careful consideration to the 
Gesirability of such incresse in expenses. 


An employes, through his contributions, becomes an 
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active participant in a retirement system and he undoubtedly thereby 
better appreciates the aystem. Davis observes that an employee benefit 
program which the employee does not support, one in which he does not 
perticipate, one in which no sacrifice is involved, is of questionable 
value in ef feet ing the desired improvement in management-labor rela- 
tions.® 

To society, 

Seciety has en interest in the stability of seonomic 
conditions as well es in the security of the individual. A contributory 
ayeten is more likely to be based on actuarial computations by which the 
present generation (to whom employee services are rendered) properly pays 
for ite own future benefits. Society is assure that promises will be 
met end that benefit costs will be paid when they are incurred and will 
not be passed on to future cenerations, 

Increased security may be expected from a systen 
which makes provision for voluntary contributions beyond those required 
dy the retirement plan. 


* f the cont 2 · 
To the enploeyee. 

Under present tax lews, the employes may suffer «a 
money lose through higher personal income texes. Whereas the contribue 
tions of the employer ere deductidie, those of the employee are not 
deductible and that portion of his income which he turns over to the 
retirement systes is subject to tax. It would seem thet the federal 


government, baving through its exemptions to employers civen impetus to 


as { 
„et ä ite shah ensannntnen: ebene O00 wee v0 
sea weed 3 — 2 — — 


oimomece Yo ne e edd of seoustal se aed eee, 
Tosudinso90 Lale odd to yetwuese ede of on Levee a 
— gcohseduquee Selnauden no. boned :0d.08. uloubs evemes 
ed Litw seutmerg dad? homwess ad yeloes .aditened omega? ee 
— oue xedd.nede bing od Lite stece — bas gon 
sue s nett begeecxe d yam y¢itwces Aeassexoal, . 5 1 * 


eee em eee ous ames xed duonere vgs 
«gcicsnoe edd ase te eee, ieee ele ee. 5 
ton obs eeyetens odd 20 o e 


i ate ¢. 
odd of seve aust ed del Seren afd de aeterog saad ine 

a Yo Oras 
levebet ode todd meee bivow 41 ued ot sot dve aa aetaye 


09 gudequl sett, sxeyolqme of anetsqnene 401 dguordd gatved ———— 


25 
the movement toward security throw’ retirement plans, could do more in 
the seme direction by extending exemptions to employee contributions. 

To the eaployer, 

Aémisistrative costes are higher in s eontributory 
system because of the additional expense of handling payroll deductions 
ana accounting for employoe contributions. 

| It is probable that the employer is less able to 
exercise control over the employee because of his having to ahare con- 
trol of the retirement fund with the employee and because of the 
employee's having a more obvious richt to retirement funds, 

The employer ia likely to receive less oredit for 
the benefits that the employee deri vos from the retirement program, 
sines ia a sontribatory system it stands out more clearly that the en- 
ployee’s money is behind the progres. 

To society. 

In a contributory aystom which does not require the 
membership of all employees, those employees who choose not to join ere 
likely to deprive themselves and their dependents of security, with 


unfavorable social consequences. 


Practica, 

Although the preectice followed in any given field is not 
necessarily the best practice, it often serves as an effective means of 
developing pubdlie opinion in fevor of that practice, It has previously 
deen noted that the President's steel fact-finding board, in its findings 


in 1949, discerned a trend“ away from contributory systems toward the 
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26 
non-contributory type. It is suggested that thia finding is is error, 
although it may have reflected the bargaining vractice of labor orgsniza- 
tions in months preceding the bourd’s meeting. It may of itself have 
created a trend which did net previously exist. In 1948, alter Reuther 
gaid that no pension plan was edequate unless the employer contributed 
at least seventy per cent of the cost.’ In 1950, it appears that he, 
end other powerful 1a bor leaders, consider no plen sdequate unless the 
employer contributes a full one hundred per cent of the cost. 

Table I contains a suamery of pension survey date covering 
plans adopted from before 1900 up through early 1948. It will be noted 
that in early yeers, plens were predominately non-contributory (Lines 1, 
2, and 3). During the 1930's, and up to the period of our entry into 
World War II, contributory systema predominated among the new plans 
adopted (Lines 4 and 5). During the war years there was a strong swing 
back to the non-contributory type (Lines 6, 7, and 8), because employers, 
with excess profits, took advantage of the tex exemption privilege as 
applied to retirement plans, With the end of the war, and a reduction 
in income texes, a trend back eo contetbutory gays tens oot in and appears 
to have continued at least through 1947. One source reports that thia 
trend continued into 1949, although no substantiating deta is offered. 0 
Of the 6,862 plens approved by the Income Taz Unit of the Bureau of 
Internal Revenue up to August 1946 (Line 16), approximetely thirty-seven 
per cent were contributory. However, based on total numbers of employees 
covered by each of the two types of systems, about forty-seven per cont 


. (over one and one half million employees) were covered by contributory 
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27 
plans. The Bankers Trust and Gocial Security Administration surveys both 
show high total percentages of contributory plans adopted since 1942, al- 
though samples in both eases are limited in number (Lines 17 and 18). 

Employes-benefit plans covering special disability, desth, 
sickness, bospitalization, te., are very largely contributory. of fifty 
plans in the stool industry surveyed in 1948, only two were non-contribu- 
tory. 4 

Agong the retirement plans edministered by the federal 
government, covering relatively lerge groups of employees, only those of 
the uniformed servicee (armed forces, Coast Guard and Public Health 


Services) are non-contributory. !~ 


ntrib . 

Most common practice is for employee contributions to be 
@ percentage of salary, with the rate on the first $3,000 (the limit 
for Social Security payroll deductions) being lesa than that on the 
portion over $3,000. Most common percentages appear to be in the 
nsighborhood of two per cent of the first $3,000 and four per cent of 
that portion over $3,000, Table II shows the contribution rates in 217 
group annuity plans. Among federal retirement systems the rates are: 
six per cent for civil service; five per cent for foreign service; from 
4028 per cent (age 17) to 7.89 per cont (age 59) in the Tennessee Valley 
Authority, depending on age at time of entry; 14 per cent for 300121 
Seeurity (but only on first $3,000 of annual compensation); six per cont 
for Railroad Retirement (but only on first #300 of monthiy eompensation) 2” 


It ia important to note that the rate of contributions by 
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the employee is likely to be reflected in the ssount of benefits. of 87 
contributory plane in the Bankers Trust survey that provide for employee 
eontributions both below and above $3,000, the rate is related direetly 
to the rate of accruing benefits (percentage per year of service used in 
Computing retired pay). In most of these plans, the eaployse contribue 
tion rate is two tines, 25 tines and three times the rate at which 
benefits accrue (where the benefit is two per cent for esch year of 
service, the contribution rate would be four per cent, five per cent and 
aix per cent, respectively). Of the 87 plans, only four use a multiple 
less than two per cont and only thirteen use a multiple higher than 
three per cont, 14 

Most employers contribute 14 to 2 times as much as the 
employee. It is estimated that in the past ten years employee contribu- 
tions have dropped from around forty-five per cent to about thirty per 
cent of total contribution, 43 


Adoption of a contributory system in the armed forces. 
From the viewpoint of the personnel, it appears that the 


adoption of a contributory system has advantages, However, two factors 

must be recognized in making euch a change. First, with the adoption of 
& contributory system and until such tise as Congress allows a compansas- 
tory pay incresse (for employee contribution), personnel would suffer a 

reduction in take-home pay in the amount of the contribution. Second, 

a compensatory pey incresse having been effected, an increase in emount 

of income tax may be expectsd by virtue of the inerease in gross pay. 


From the government’s viewpoint, it may be expected thet 
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29 
an inerease in aininistrative costs would aceompany adoption of a con- 
tributory system, However, it would be reasonable to expect the exployse 
portion of the retirement fund to share in defraying this additional 
expense, Because of increased rights of personnel to return of funds in 
event of early seperation, it might be expected that increased turnover 
ef personnel would result with consequent adverse effect on military 
effeetiveness. Tis potential di‘fieculty could probebly be avoided by 
restriction of sarly seperation benefits to a fore of deferred payment 
in whieh benefits would not be actually paid to personnel until reaching 
@ pre~desigzated age. (This subjeet is further covered in the chapter on 
vesting). To the government's edvantage is the fact that contributions 
by personne] will have the effect of restricting benefit demands to 
reasonable limits. (See Chapter V on funding for additional treatment of 
this subject). 
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TABLE I 


ABALYSIS OF USE GF CONTRIBUTORY 
ASD WON-SOMTHIBUTORY REPIATMENT PLARS 


Year of e 
Line Hote Adoption For (No. 0 Oo. 0 Total Ho. 


of plans cent plane) dent plans) ef plens 


— 1925 12% ( 28) 


i a 88% ( 211) 239 
2 b prior 1929 23 (90) 77 (3076 397 
3 e prior 1930 35 ( 37) 65 ( 68) 105 
4 0 1930-1939 82 { 425) 18 { 92) 317 
5 e Jan. 40 
to Aug. 42 62 ( 526) 38 ( 317) 843 
6 e Gept. "42 
to Dec. *44 26 (1101) 74 (3109) 4210 
7 é in 1943 110 4) 85 (22 26 
5 a in 1944 43 ( 29) 57 { 38) 67 
9 a ia 1945 69 ( 31) 30 ( 21) 52 
10 0 1945 to 
Aug. 40 37 {( 439) 63 ( 750) 1189 
il 4 in 1946 31 ( 28) 49 ( 27) 55 
12 a in 1947 70 (23) 30 (10) 33 
13 a prior 1925 12 ( 28) 66 ( 212) 239 
14 d prior 1929 23 ({ 90) 77 { 307) 397 
15 3 ior 
Mi mid 1945 63 ( 385) 7 (22% 612 
E 
mid 1946 7 (2528)* 63 (4334)* 6862 
17 a 1942-1948 49 {( 115) 31 ( 128) 233 
18 ft 1942-1948 56 ( 217) 42 ({ 159) 376 


Note: 6. ri ons in Stat New York: National 


112 OS 5 9 5 
D. Murray ¥. Latiner, — Teusien — — tae — 
— — ol, 1, (Hew York: Industrial Relations 
Sounssiors, Ines, 1932), pe 50. 


o. Derived from date ia — —— —— (Vaah- 
ington, D. 3. 1 Incose Tax Unit, Bureau of interna enue, 


1946 edition, (New York: Bonkers Trust 


5 * 
2 
* 
o Be « 


ompany, 15 
6. Hugh O'Meil1, moder hte dat, (Now York: Prentice-Hall, 
Ince, 1947), Pe 0 


f. Analysis of Beeent Group Annuities zupplesenting Aetiresent 
Benefits under O14 Ago end 300121 Security, (Washington, b. 0. 
Social Security Administration, 1947), p. 3. 
* Based on total nusbers of employees covered by esch type, approximate 
percentages are: contributory 47 per cent, non-contributory 53 par cent. 
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TABLE II 
EMPLOYEE CORTRIBUTION RATES 
GROUP ANNUITY PLANS 


AMALYZ2D BY 
SOCIAL S wor AIT rare 


On first On annual compensation 
$3,000 4920088 of 33,000. Muaber Per cent 
of annual of of 


compensation Varies from Yost prevalent plans 217 plens 


Hope. se ee 14% to 5 54 (13 plens) 26 12.0% 
„„ „ „ „ „ 0 to 1 {( 4 plana) ** 3.7 
11 . I to 3 ( 5 plans) 8 3.7 
„„ 2 „ «„ 0 to 5 4 (47 plans) 69 31.8 
2 9 to 54 4 ( 5 plans) 9 4.1 
eee @e 2% to 3 5 (16 plans) 19 8.8 
5 ee 6 „ „„ 3 to 6 5 ( 7 plana) 26 12.0 
44 «6 4 4 ( 5 plans) 5 2.3 
Above 4 «ss 0 to 6 5 { 3 pl ) 7 3.2 

Other «ses —— 2 —— © 2 
TOTAL 217 100.9 
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VESTING 
Refine. 
Vesting is the transfer to the employee, prior to normal 


retirement, of title to the amount ef money paid inte the retirement 
fund on his secount by the employer. It is the interest that the 
employes acquires in the employer's contributions when his employment is 
terminated prior to normal retirement. It should be noted that vesting 
hag no reference to employee contributions in a contributory plen. In 
most modern retirement plane the contributions of the employee are ree 
turnable to him, with or without interest, upon termination of service 
prior to normal retirement. 

immediate vesting refers to the transfer to the employee 
of right or title to employer contributions (not necessarily 211) 
immediately upon entrance into the retirenent system, ferred vest 
refers to the delayed transfer of this right until certain miniaum 
qualifications (as attainment of certain age or length of services) have 
been met. : 

Pull vesticg refers te employee’a gaining title to ali of 
the employer's contributions at one time. Graded or pertial vesting 
refers to his <sising title gradually to employer contributions. 

For example: 

In a system whore an employes eceumulates no title 


to employer contributions prior to normal retirement, thers would be no 


E 
SN Kl NN Tae f 
daο,ο pat 5 . 


* 


oe 2 oT) aris rele- r + es ’ . 
Ey el ineseeeen ven) oa ciao reyolqne of 611% * | 
. bevzeted .medeave faenetives Ag Ofal eee ee eee 
Gade atadsea Lidas wee bss 

— — soma n 


to A oe ebe tete eee ene of eee eee 
e- e- e sents enc de .. * 
n 2 
relqmaxe 20. 

elit? od see lente ooyolqno ae eredw ain e at 
oa ed hiwow eved? „desen keen kerzen of oled aactiedse0e seyelque OF 


33 
vesting. 

q In a syster where he gains title to fifty per cent 
of the contributions after ten years service, and an sdditional five per 
cent for eech year of service (making twenty years to gain full title), 
there would be deferred graded vesting. 

In the exemple above, if the employee commenced 
gaining title to contributions as soon as he entered the retirenent 
system, thers would be immediate graded vesting. 

If the employee gained title te the full emount 
after ten years of services, but no title prier to that tine, there would 
be deferred full vesting. 

If he gsined title to the full amount inmedistely 
upon entering the system, there would be immediate full vesting. 

Vesting should be distinguished from “early retirement” 
which involves the retirement of an employee at s time (usually spect- 
fied in the plan) prior to reaching the normal retirement point, and 
incident to which the employes iamediately commences receiving scheduled 
benefits but at a reduced rate. 


Gonsiderations in vesting. 

The question of vesting ia closely related to the theory 
of deferred wages (retirement done its are part of employee compensation, 
paysent of which is ceiverred) discussed in the previous chapter, On a 
besis of deferred wages, regardless of the reason for or the time of 
(beyond a minimum) terainetion of employment, the employer contributions 


represent the employee's money and he has every right to title to the 
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3h 
acount Gcoumulated in his behalf, This is the reasoning of labor and 
| many neutral writers. On the other hand, the employer who will not 
accept the theory of deferred wages ia loath to eccept the vesting 
principle, 

Vesting may be recognized in one of two ways: by cash 
return to the employee upon separation, or by leaving the amount cone 
cerned in the retirezest fund with the granting of benefits being 
delayed until the employee reaches normal rotirement age, or until some 
time close to thet age. where vesting occurs, the employer normally 
prefers to employ the latter method in order to discourare employees 
from leaving the coapeny in order to gain immediate cash benefits. 

It will be reeslled that one of the employer's principal 
purposes in having a retirement system is to gain permanency of person-~ 
nel, reduce turnover, "hold the employes". In order to accomplish this, 
it is in hie interest to minimize vesting. On the other hand, employees 
of course prefer maximum vesting. Vesting as practiced, is then a “come 
promise between the employee's wishes and the enpleyer's purposes and 
dudgot. » 

Vesting ic important to the solution of the question of 
transferability (mobility of lebor), whether the employes transfers his 
place of employment volunterily or because of discharge. 

Vesting is important to the security of the employee and 
his dependents, for whetever reason early termination of employzent may 
take place, It follows thet vesting is important to interests of society 
as a whole, 
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The adopt 100 of vesting, or an increase in the liberality 
of vesting provisions, will increase the eosts of « retirement system. 
Vesting must be paid for out of increased contributions, or by a 
decrease in benefits to those ho are separated under nornal retiresent 
conditions. 

Vesting in a contributory retirement system ia normally 
contingent on the employee leeving his contributions in the retirement 
aystem at time of separation. 


Yosting in Business snd Industry. 


Vory fes of the early retirement aystems in business and 
industry cade provision for vesting. However, in aodern plans vesting 
is the rule rather than the exception. It ia surprising to note thet, 
although labor organizations have emphasized the importance of gaining 
vesting privileges in negot ia t ing pensions, many recently negotiated 
pension plans do not make provision for vesting. Under the Ford plan, 
unless an employee is in the service of the company until age sixty-five 
(or age sixty with thirty years service for early retirement; age fifty- 
five with thirty years aerviee for total disability), he loses all title 
to retirexent benefits. xcept for Inland Steel Company's optional ree 
tirement plan, recent plans in the steel industry provide no benefits 
to the employee for other then normel end disability retirement.? 


However, although these plans cover large groups of employees, it cannot 


doe seid thet they are representative of practice in business and 


industry. 


Table III shows the distribution of 6,862 plans in broad 
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categories of vesting provisions. Iamediate full vesting is provided 
for in only a small percentage of plans (fifteen per cent) covering a 
smoller percentage (three per cent) of employees, Some vesting is pro- 
vided for in seventy-one per cent of the plana, but covering only forty- 
one per cent of the emplcyess, There is no vesting whatsoever for 
fifty-six per cect of the employees. 

Table I¥ shows the full vesting requirements in the 
Bankers Trust analysis of plans adopted or amended in the period 194. 
1947. Aa is typical of vesting provisions, there are various require- 
ments which may be used to limit employee qualification for vesting, the 
principal ones being age, service, participation in tho retirement 
aystem, and combinations of these. About one-fourth of the plans 
provide for no vesting at all prior to normal retirement; twenty per 
dent relate vesting to services; 134 per cent relete it to age, and 
thirty-five per cent to 6 combination of age and service. ‘there vesting 
is related to service, the majority of plans require fifteen years or 
leas service for full vesting. Where it is related to age, the sedian 
is at about age fifty-five; where it is related to age ang service, the 
typical age is fifty-five with ten to twenty years service required. 

In gonersl, employees do not become participants in a 
retirement system immediately upon entering the employ of u company, a 
factor shat is importent in determining the time at which he begins 
accruing benefits. This limitation on eligibility is usually set in 
order to reduce administrative costs in handling the accounts of the 


young-new employee croup, which has « high rate of turnover, Table 7 
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37 
shows the eligibility requirement in the Bankers Trust survey plans. 
Alaost one-half of the plans have no ege requirement. The service 
requirement average is 2.7 years. 

Table VI shows the eligibility requiresents for 368 group 
ansuity plans (eight plans with miscellaneous requirements not included) 
in the Social Security Administration survey. The service requirement 
everuges out at 2.7 years, the same as in the Benkers Trust survey dete, 

Table VII contains an analysis of data derived from the 
Social Security Administration survey of group annuity plans. Here 
provisions are compiled separately for deferred full vesting (vesting is 
complete at a specified tine, no vesting prior to that time) in Table 
VI-A, and for deferred graded vesting (vesting begins at a certain tine 
after employment and the percentage vested increases thereafter until 
complete vesting is reached) in Table VI-B, It will be noted that in 
this dete distinction is made between service requirement and portici-~ 
pation in the retirement system. The tabulated date does not indicate 
age requirements but where they apply it is so indiceted at column 
headings. Where both serviee and perticipetion are factors, service, 
being the greater, is ontered in the table, Of a total of 376 plens, 
349 (93 per cent) provide for vesting and 27 (7 per cent) do not pro- 
vide for vesting. Among the 349 ple 299 adapt themselves to analysis 
which produces the following summary data: 222 (77 per cent) have 
deferred full vesting st an average total length of service of twelve 
yesrs (where applicable, participation has been corrected by addition 


of 2.7 vers average service required prior to participstion); 67 plane 
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38 
(23 por cent) have graded vesting beginning at an average of approxi- 
mately 85 years and completing at en average of about 144 years. 


Testing in the arsed forces. 
Prior to twenty years services, there is no vesting as 


such in the ermed forees, As a satter of fact, except for disability 
and forced retirement, it cannot be said thet personnel have any right 
to benefits. Jalisted personnel whe do not complete twenty years 
services or are discharced as a result of court-mertiel lose all equity 
in the retirezent system. The same is true of officers who resign or 
are dismissed as à result of court-martial. Personnel in these groups 
suf fer a complete loss of deferred componsetion. Officers who are 
forced out because of failure of selection prior to twenty yeers of 
service are allowed severance pay on s basis of two months base pay for 
@ech year of service, to a maximus of two years base pay (see Chapter 
VII). This severance pay may be considered, to a degres, a return of 
deferred wezes, However, it is at least in part a payment of the coat 
of transition from military to civilian life. It should be noted that 
personnel of the armed forces are not eligible for perticipation in 
benefits under the Social ‘Security Act. 

In the interests of the personnel, of their dependents, 
and of society, there is strong justification tor adoption of reasonable 
vesting provisions for: enlisted personnel not completing twesaty years 
service, all personnel who are diemiseed, officer personnel who resign 
at any tise, and officer personnel foresd to leave the service because 


of son-promotion in the first twenty vers of service. In severance 
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39 
pay, a distinction should be mede between amounts intended te finance 
the changeover to a new way of life, and amounts intended as return of 
deferred wages. In appreciation of the vital isportance of stability in 
the armed forces, henes the importance of discouraging separations in- 
fluenced by a desire to obtain immediste cash benefits, when applicable 
payment of aceorued benefits in the retirement system should be deferred. 
Fart teularly in the case of enlisted personnel, it may be found thet 
many, who will not serve « full twonty years, will remain in the service 
for more than a single enlistment if some form of vesting is adopted, 

In o study conducted in 1947, it was found that only twelve per cent of 
Army and seven per cent of Navy, enlisted men remain in the service long 
enough to obtain retirement benefits.” Consideration should be given to 


inclusion of personnel under the provisions of the Social Security Act. 
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TABLES IIT 
ANALYSIS OF VESTING PROVISIONS 


Im PENcIOW PLANS PROCEIcED BY 
BORZAU OF INTEMIAL REVENUE TO ber 1946° 


Pereeatage Percentage (No. of 
of (Mo. of of employees) 
plans plans) amployees 


Immediate full vesting 15% (1026) 4 104, 3590 
Some vesting--but not 
immediate full 71 (4298) 41 (1,347,484) 


TOTAL 1008 (6862) 1006 (3,290, 605 


Note: a. Derived from data gont sf ned in Table 4 of “Pension Trust 
Statistics] Tables,“ Income Tax Unit, Bureau of Interne] 
Revenue, undated. 
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TABLE IV 
PULL VESTING PROVISIONS Im 269 RETIRGWIT PLaks 
ANALY22D BY as Wer on zur, 1948* 


Per cent (He. of Per sent (No. of 
Vesting Provisions of plans plens) of plens plane) 


Se ES ET I ST TET 
Ne veating 24% ( 69) 


Pull vesting on con- 
pletion of « period 


ef service” 20 ( 58) 
15 vers or less 14 (41) 
20 years or more 6 17 
Pull vesting on attain- 
ment of age 13} ( 39) 
Age 50 : 1.1) 
Age 55 (17) 
Age 60 7 (22) 
Full veatiag on con- 
pletion of service 
(10-20 yrs) and age? 33 (102) 
Age 45 cr less 7 (21) 
Age 50 4 (11) 
Age 55 18 (53) 
Age 60 6 (17) 
Immediate full vesting 31 { 10) 
Vesting only on layoff 2: { 7) 
Date incomplete 13 { 4) 
TOTAL 100% (289) 
Hote: a. Source: Ret Plens, (Hew York: Bankers Trust Company, 


1948) » Be 3. 
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TABLE V 


ELIGIBILITY REQUIRZCQNTS FOR Err 
IN 289 RETIREVCNT L Aa, 
BANKSR3 TRUS? zuRvey* 


Services Requirenents® | Age 25 
None & under Age 30 Age 35° Total 


None 37 2 4 1 44 (15%) 
1 year 34 g 18 8 69 (24%) 
2 years 7 2 10 4 23 ({ 6%) 
3 years 17 7 10 5 39 (14%) 
4 years 1 - 1 - 2 
5 years 42 8 37 24 111 (386) 
TOTAL 138 28 él 42a 289 
Per cent 49% 10% 2 12 


Bote: a. Souree: — — (Rew York: Bankers Trust 
Company, 9 Be 7. 


d. One plan hes 40 yeer age requirement, 
e. Averege service requirement is 2.7 years. 
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TABLS VI 
BLIGIBILITY REQUIRUNINTS TOR MEMBERSHIP 


Is 368 GROUP ANNUITY PLigs, 
al SSCURITY ADMINISTRATION sURVRY® 


f Ase i 3 
Age 
Kone & under Age 0 Age 35 Total 


None 10 1 1 ( 3%) 
1 year or less 87 11 25 6 129 (35%) 
2 years 33 7 5 i 46 (12%) 
3 yoare 32 13 13 3 61 (17%) 
4 yoars 2 1 1 1 3 (0 
5 years 65 2 26 18 116 (32%) 

TOTAL 229 7 7¹ 29 368 

Per cent 62% 114 19% ae 


— ——— . ̃ ͤöòDñE.n g ,⏑————— ———— 


a. Souree: Analysis of Recent Group Annuities by Soelel Security 
Administration, 1948, p. 7. 
b. Average service require-ent is 2.7 years. 
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PUR DING 


Defined, 

Funding refers to the manner of accumuleting money for 
the future payment of retirement benefite. 

A self-insured (self-administered or trustesd) plan is 
one in which e retirement trust fund is set up. The services of an 
actuery are employed for computation of amounts of money that must be 
accumulated in the fund in order to secure the present costs of benefits 
which are to be turned over to present employees at some future date. 
Included in this computation are such factors as mortality and dis- 
ability in service, life expectancy after retiremest, interest rates 
obtainable on invested funds, number of employees, eligibility provi- 
sons, salary scales, vesting provicions, retirement benefit rates, and 
administrative expenses, Based on these computations, funds are cone 
tinuously ecoumulated in sufficient amounts to equel the present value 
of 211 future benefit peyments. Actuarial computations must be made 
frequently, for a change in any of the factors noted above will change 
the funding requirements. A retirement system, which is so funded, is 
uaually edministered by a special boerd which may invest funds directly 
or through a banking institution. 

An insured plan is one in which e contract ia made with a 
private insurance company whereby contributions are paid to thet company 


in return for whieh the company guarantees payment of benefits under the 
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provisions of the retirement program. All actuarial computations, 
clerical and administrative work, and direct payment of benefits are 
handled by the insurance company. The two most popular types of insured 
plans are the group ennuity plan and the individual annuity plan. The 
group ennauity contract covers a large group of employees, and units of 
deferred acauity for the group are purchased annuslly. Individual annuity 
Plane provide for the purchase of policies on an individual basie and are 
usually used in companies employing small numbers of persons. 

An unfunded plan is one in which there is no advance accun- 
uletion of money to meet the payment of future benefits. Rather, funds 
ere disbursed annuelly to meet payments to persons already receiving 
benefits or expected te commence receiving benefits in the given year, 
This is also referred to as the cash-disbursement or pay-as-you-go method. 

A pertially funded plan is one in which some reserves are 
accugulated in advance, but not in au fieient amounts to anticipate the 


full eost of future benefits. 


Gonsiderations. 


Perhaps the most important reason for the use of funding is 
the protection of the future benefits of the employee, an insurance 
against deferred compensetion becoming cancelled compensation, Unless 
the benefits promised the employee are protected by cash reserves, there 
is dangor that 4 change in business conditions, general or 10021, 111 
wipe cut the security on which the employee and hie dependents Aave been 
sounting. Among government plans, unless funding is employed, there is 
danger chat the axe of economy will fall on appropriations for the pay- 


went of retiremot benefits, particularly in depression times. 
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In its report, the President's steel fuct-finding board 
ineluded the following statement“ 
Seciel insurance and pensions sheuld be considered a part 
of normal business costs to take cure of temporary and perme- 
nent depreciation in the human “machine” in much the same way 
as provision ia made for depresietion and inaurance of plant 
and machinery. Thie obligetion should be among the first 
cherges on revenues. 
The above treats retirenent benefits as present costs, auch as payment 
for wear and tear on plant equipment is considered a factor in present 
costs. A retirement fund, in thie sense, is a depreciation reserve, In 
a funded retirement system, the costs are charged against the present 
generation, consumers or taxpayers, who receive the services; they are 
aot charged against future generations who receive no services from 
retired personnel, 
Another advantage in funding is the payechological and 


physical limit it places on the present generetion's promising extrava- 


Sant benefits to present employees to be paid later on. Funding is more 


likely to result in an intelligent approech to the granting of benefits. 
Meriam, upholding the use of funded plans, spesks of unfunded (eash dis- 
bursement) plans as having the plessing simplicity of « charge 
aceount",* one which, it might be added, will necessarily be paid by 
one's children and grandehildren, As an example, the pension costs of 


the war of 1812 were sot completely paid off until 1945. 


Dales 


In the early history of ſadustriel retirement systems there 


were frequent cases of unfunded plans, and evan today a large number of 
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48 
recent union-negotisted pension plans make no mention of funding.” tow. 
ever, there are few cases of unfunded plane among modern retirement 
stems. Table VIII indicates the degrees to which funding is used among 
@ large portion of retirement systems, Among the more than seven 
thousand plans reviewed, only eleven are identified as being unfunded. 
Bureau of Internal Revenue requirenents as to pension plans under which 
employer contributions may enjoy income tax exenption, has been an 
importent factor in the widespread adoption of funding. 

The retirement systems of the armed foreses are entirely 
unfunded, Annual appropriations are made by Congress to cover each 
year's payment of benefite, Payment to retired personne] is made 
@irectly from depertment appropriations, except in the case of the 
reserve components of the Army (and Air Foree) who are paid from 
Vetoran's Administration approprietions. 


n the 4 28. 

The Hook Commission finds no justification for use of a 
funded system in the armed forees.* Its principal arguments rest on 
(1) the texing power of the government, which precludes the need for 
funding and (2) the iaprecticebility of making the actuarial somputa- 
tions necesssry to s fully funded system. 

It 1 granted that the taxing and borrowing power of the 
government sllows the use of a cash-disbursement system, with all ite 
simplicity. However as noted above, use of such a system should be 
recognized as in the nature of paying off a “*eherge account” for 


services rendered twenty or more years ago. Further, the future 
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security of personnel reste with taxpeyers and legislators whese atti- 
tudes toward retiresent appropriations cannot with surety be foreseen, 

The difficulty of actuarial computation is « more eogent 
argument against funding armed forces retirement systems, Uheanges in 
legislation, unpredictable variations in the size of the defense 
ostablishzent, unforeseen wars with unknown numbers of deaths and 
disability eases preclude accurate ectuarial o leulstiens. The shifting 
payroll base of the services over « period of sighteen years (Table Ix) 
indicates the degree te which sizes of the armed forces and of retire- 
ment lists cannot be predicted. 

The impracticability of 4080060 Funding does not prevent 
the use of partial funding, from which the advantages of funding may be 
realised to a lerge degree. Relevant to this point is the fact that 
among the various covernment retirement systems there is no funding in 
any of the non-contributory plans, whereas there is at least pertial 
funding in 61] the contributory systems, Funding, contributory syetens, 
vesting, security and sound business principles all eppear to be inter- 
related, The adoption of u partially funded retirement system for the 


armed forces is deserving of careful consideration. 
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TAK VIII 
DDA I} THREE RETIREMZNT SYSTEM mene 


individuel 60% (4,144) , 203,395) 4% ( 12) 25% (132) 
Insured - group 21 (1,476) 27 ( 989,184) 71 ( 90) 31 (313) 
9elf-insured 10 ( 658) 58 (1, 906, 111) 31 (147) 20 (121) 


unidesti fied 9 ( 584) 9 
Unfunded 0 9) ¢ 


289,918) 10 ( 29) 4 ( 26) 
— 9 — 2 2 


7-7 
50.60 


Hote: a. Source: “Pension Trust Statistical Tables, Income Tax Unit, 
Bureau of Internal Revenue, undated, Table IV. 


d. Sources —ͤ—ñ—ÿ —— (nen York: Bunkers Trust Company, 
1948), p. . 

e. Secures: Hugh ONeill, 2 Ponsion Plens, (New York: Prentice- 
Hell, Ine, 1947), p. ‘ 
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TABLE IX 
APPROPRIATIONS FOR PAY AND ALLOWANCES 


FOR ACTIVE AND RETIRED PERSONNTL 
AMD PERCENTAGE R&LATIONSHIPS® 


Na 
Fiseal Year ve Ret tired tive Ret 1 
(000) (000) as per cent (000) (090) as per cent 
8 ve of active 

1930 $ 113,759 $20,110 17.7 § 113,645 $ 7,571 6.7 
1931 113,739 20,91 17.9 115,400 7,455 6.5 
1932 115,754 20,944 18.1 113,558 9,177 8.1 
1 106, 20,236 19.9 110,905 10,220 9.2 
1934 187 19,345 20.1 104,116 11,084 10.6 
1935 109,439 23,444 21.4 9 10,636 10.7 
1936 53 »716 20.3 H 13,767 11.4 
1937 130,499 25,802 19.8 136,905 15,189 ll. 
1938 135,364 25,915 19.1 127,703 16,600 13.0 
1939 139,012 „77 . 143, 18,014 12,6 

164,225 27,280 16.6 164,165 20,171 12.3 
1941 „824 28 ,223 5.4 208 ,1 21,333 10.2 
1942 1,743,591 26,219 1.3 238,127 33,997 14.3 
1943 423, ’ 5 1,848,098 13,248 7 
1944 95 + 37,339 o4 3,715,042 15,834 24 
1945 12,323,148 „000 3 3.168,66 20,232 of 
1946 7,919,127 41,750 5 4,955,534 38,938 1.0 
1947 2,543,191 62,155 2.4 1,293,346 69,251 3.4 
1948 1,981,630 80,204 4.9 945,367 103,157 10.9 


Note: a, Souree: Career Compensation for the Armed Forees, (Washington, 
D. 0. 1 Government Printing Office, 1948), Appendix I, p. 195. 
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CHAPTER VI 


SUPERAMBUATION KETIRSZ NT 


Purpose. 

Both in civilies organizations and the defense establish- 
ment, the outstanding purpose of superennuetion retirement, from the 
viewpoint of the organization, is the elimination of those who, because 
of declining mental or physical performance, cannot operate at nornal 
efficiency end whose continued employment would lower the productivity 
of their organization. Another purpose, from the viewpoint of the 
individuals concerned, in retirement for age is to give human beings 
an opportunity to devote their closing years to private activities of 
which they have been deprived because of the nature of their occupation. 
This latter purpose is specially significant in the case of members of 
the armed forees and other organizetions whose duties involve a rela- 
tively high percentage of time away from their families, and frequent 
change of locale. The prospect of comfortable and secure retirement 


is an importent element in the total satisfaction of their careers. 


ideratio ting the . 

With the advance of age, physical performance declines 
more rapidly then does mental performance. However, in most physical 
occupations, as the age of the employee increases employees move into 
supervisory and indoor positions that require s lower level of physical 
Stamina, For this reason, it is found that there is usually no distine- 


tion aade between the two categories in setting the retirement age in 
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53 
business end industry. 8etirement plans here provide for one normal 
retirement age without reapect to the type of activity involved in the 
occupation. 

In dealing with the prodlen of superannuetion in the armed 
forces it is important to think in terms of the ultimate role of the 
organization, which is that of waging wer, On s peacetine desis, it is 
probable that the needs of the armed forces are no more critics] than in 
business and industry. However, unless the defense establishment struc- 
tures its personnel] requirements on a basis of wartime conditions, it 
will find itself illeprepereé for the rapid personnel expansion and the 
operations which are imperative to the successful prosecution of war. 
The organization aust be built around personnel es pable of highly 
sustained porformance in combat conditions. This requirement aight be 
likened to that demanded of the city firemen whose routine duties may 
not be very exacting, Sut who nevertheless must have the ability to 
fight fire successfully whenever he may be called upon to do so, 

The duties of enlisted personnel in the armed forces 
involve considerably more physical exertion than do the duties of 
officer personnel, Granted that as en enlisted mon rises in rank he 
tekes on more supervisory duties, but throughout his career there is 
constant demand for « high level of bodily effort end in extended war- 
time operations thia demand is 4 criticel one. Ia the case of officer 
personnel, there is more room for adeption te the physical decline 
because of the reduced physical requirements is the senior ranke as 


Compared with those in the junior ranks. For these reasons, the use of 
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34 
separate superanaustion retirement ages for the two groupe is justified. 

At what points in the decline of physical and/or mental 
performance should the retirement age be established? Unfortunately 
these points do not adapt themselves to precise definition. For one 
reason there is « lack of instruments capable of accurate measurement 
of the qualities concerned, Also there is a wide variability among 
individuals in the aging process; sone few maintain a vigorous level 
of mental performance to the age of sighty, others fall off rapidly in 
their sixties. Lastly, there is wide variation in the requirements 
among the many oceupations. The establishment of the superannustion 
age, then, ia based largely on empirical factors, @ recognition of the 
advantage of standerdizetion, and, to some degree, on “public opinion." 

Merriam suggests a variety of conditions that might be used 
in setting the retirement age: in the discretion of the employer, at 
the option of the employee, upon the reaching of a chronological age 
and/or upon the completion of ud set length of service, and at some time 
between an optional minimum age and an arbitrary compulsory age. 

A long range factor in the retirement problem that has 
serious economic implications ia the growing life spsn which is resulte 
ing in an incresse in the proportion of population in the higher age 
group. For those aged sixty-five or over, in 1950 it is sstimated that 
the proportion is 7.4 por cent. Ustimates for subsequent periods are: 
1960 at 8.2 to 9.1 per cent, 1980 at 8.8 to 12.2 per cent, and 2000 at 


2 


8.4 to 15.3 per cent.” Glichter and Baruch urge the raising of retire-~ 


mont ages to meet this increase in life span.” However, in connection 
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33 
with this recommendation, consideration must be given to the effect on 


the overall unemployment picture of increasing the labor force, 


Present practice. 
Business and industry. 


In buainess and industry, the age of sixty-five is 
used to fix renne in ell but 6 few cases, This age is used in 97 
per cent of the plens in the Bankers Trust survey, in 97 per cent of 
those in the Social Security Administration group annuity survey, and 
in 95 per cent of those in the O'Heill survey.“ Some plens, in addition 
te fixing an age requirement, include a minisaum service requirement. 
Por instanee of the 612 plans in the O'Neill survey, twenty plane (about 
3 per cent) prescribe minimum lengths of service, usually fifteen to 
twenty years. Recently negotiated plane in the steel industry prescribe 
„ minimus of fifteen yeers service. Sone plans aske provision for 
continued service after normal rotirement age, but usually only with 
company consent. In e 1948 survey conducted by the Nations] Industriel 
Conference Board, it was found thet in seven ont of ten companies retire- 
mont was compulsory, end thet such provisions were generally acceptebdle 
to employees.’ However, the Amoricen Federation of Labor has reeently 
advised itz len negotiators that rigid compulsory retirement provisions 
should de resiatea,® 

Armed forees. 
In the areod forces, a tandutory age of sixty-two 


years is set for officer personnel of the Ar and Air Force of the renks 


ae of 
ae dee%e edd of aeg e gaum bol leοe e l bauen a1 %s | 
e nana: eee, 

„ toe ee ee off eee — 

r G d e e ee — — 

af ocean nu sviteghal bao esestend sk 
de si baz a2 ope alt? .peogn, we # to, ha, sommes * 
20 gde ed TR al . vans deneg evedaed ed? a} 


— ab, granie 9a08, — —— — 
eee epivres sumiaia a ea ,saenertup 
Od eee eee ,eotveen te adigael amalain editeeerq ( 
— Lede, e0a at, paola, besetgonen, xitanses, © 
tet aodelverg eden eaaly ene . ontysee eek apegts?, 2 
dels plac WI a. gud ee ae e Lamten ve de eat 
reiz enbal taal edt ys Segouhace u, mek a a 2 
-en seas aes 20 4 coves . 
Laa NIae,ὐT/R anes add vag d oat ie 2 
Idee aad todal Yo solgwrabet deen eit qnevewan ¥ 
nootelvasg dee ke yupetuamea wee tad — 
wth a 
N N abelian — é Asoc 

owtmysate d ene & ,agomt 3 — ae 4 
aden ede To et 214 dee wa edd Yo Lee wee ee e e 


56 
of Brigadier General and below (sixty-four yeers for higher rank 
generals). For navel officers, the age is sixty-two for all ranks, 
except thet the President aay defer the retirement of not more than 
ten officers at a time to age sixty-four. It may be said that these 
mandatory age provisions apply only to the general/admiral ranks since 
foreed attrition ander the promotion laws will eliminate those not at- 
taining to top rank prior to superennustion age, On a comparison basis, 
then, retirement or superannuation in the case of officers runs about 
three years younger than in business and industry. This differential is 
considered warranted in view of the eritical conditions under which top- 
rank officers must be expected to operate in wartine. 

For enlisted personnel, there is no mandatory age 
for retirement. However, provision is made for voluntary“ enlisted 
retirement after twenty years service or after thirty yeers service. 
The thirty year provision will be discussed in this chapter since, of 
the two, it most closely approximates superannustion retirement. (How- 
ever, enlisted personnel seldom remain on active duty to thie length of 
time because of the availability of retirement at twenty years service-- 
to be discussed in Chapter VIII). The enlisted man, at thirty year 
retirement, would be at an age of about fifty years, some fifteen years 
junior to his retiring running mte in business and industry. A retire- 
ment age of fifty, in the case of the enlisted man, nevertheless seens 
reasonable. The enlisted man, even after attainzent of senior non- 
emed grade, is expected to perform duties requiring a high degree 


of physical stemming. Bspecially under battle eonditions, his duties sare 
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57 
such thet he aust be able to keep up with the youngster in field or 
seagoing operations. For the period between the time of assumed 
retirement at ege fifty and thet of normal civilian ret tresent at age 
sixty-five, consideration might be given to providing the enlisted nan 
with employment in another branch of the government service (as was 
traditional in Germany, for instance) and deferring payment of benefits. 
In Snglend, certain positions in the civil service are reserved for 
retired non-commissioned officers.” However, it ic to be expected that 
objections might be raised to adopting such a procedure in the United 
States civil service on grounds that it would interferes with career 
service in the non-military branches. 


io ti nt benefit, 

The amount of the benefit should be such thet the employee 
and his dependents are provided minimus subsistence at the very least. 
Beyond that, inaofer es practicable, the benefit should recognize the 
Standard of living of the esployse and his dependents. 

Because the benefit is deferred componsation, it appears 
reasoneble that 1t should bear some relation to the compensation of the 
employee during his period of service. In establishing thie relation, 
& percentage rate appeals to the sense of fairness of the employee and 
adapts itself to computationel methods, The amount of compensation can 
be derived from a summation of all compensation received while in sor- 
vice, or from the multiplication of the avorage annual compensation by 
the sumber of yeers of service. More simply, the pay rate st time of 


retirement, or in the lest fow yeers of service, can be used as a base, 
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This latter proceiure is adaptable only to seluried employees and even 
there gives rise to many objections uclesa all employees progress uni- 
formly up the pay ladder throughout service, It does, however, better 
recognize the soounomie conditions, and the price index at the tine of 
retirenent. For instance, an employee who retires at a time when the 
eost of living has recently risen, or is rising, will suffer leas from 
the decrease in purchesing value of the doller if his benefit is related 
to hie final pay rate then if it were related to his average pay rate. 
Going one step farther, retirement benefits might be tied in with the 
netional price index, It is appreciated that these latter suggest ions 
are generally not in line with sound funding principles, sinee funding 
methods cannot anticipate changes in rates of compensation or the cost 
of living. 


Practice. 
Business and industry. 


Retirement benefit formulee in business and 
industry predominantly provide for a pereentage relation to compense- 
tion. Of the 289 plans in the Bankers Trust survey, 280 provide for 
euch e reletion. Of these 280 plans 208 (74 per cent) consider the 
compensation throughout the period of service (a per cent figure times 
average annual compenastion times number of years of service is the 
most comeon formule), while 72 plens (26 per cent) consider the com- 


pensation in final yeers of service... Of the 612 plans in the O'Neill 
survey, 377 plens (46 per cont) apply e percentage rete to compensation 


times years of service, 66 (10 per cent) are money purchase plens in 
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whieh the benefit emounte to whatever annuity agreed contributions will 
buy from year to vesr. 11 It is common to find a different percentage 
formule for earnings up to 3, 000 (the saxigum annual amount recognized 
by Seetal Security) from that applied to amounts above $3,000. Even 
Within these two groups there are widely variant formulee used. For 
instance, among 311 group-ennuity plans surveyed by the: Social Security 
Administration, there «ere 17 different percentage figures used below 
$3,000 and 19 used above (Table ). 

A eummary of the benefits (with Sociel Security 
included) in the Bankers Trust survey is shown in Table K. Benefits 
are expressed as percentages of sverage monthly compensation, in four 
different pay categories, with thirty yeera perticipetion used as a 
"common denominator” in developing the comparison, Minimum and nexioun 
benefit rates ef all the plens and computed median benefit percentages 
ere shown in the lower part of the seme table. Wedian benefit percent- 
egos are 59, 45, 43 end 42 for average monthly compensations of 100, 
250, 417 and 1250 dollars respectively. It ig noted that benefit rates 
ere highest for the lower paid employees. The computation of average 
benefit rates per year of service in 311 group annuity plans is shown 
in Table XI. Here separate percentages are shown for the first $250 of 
monthly compensation (0.85 per cent) and for amounts in exeess of 3250 
(1.43 per cent). After correcting the first $250 compensation rate te 
inelude Gociel Security tenefits, on a thirty year base, the pereentages 
are 55, 50 and 45 per cent for average monthly compensation of 250, 417 


and 1250 dollers respectively. 
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Armed forces. 

Retired pay in the armed forces is at a rate of 25 
por sent per year of service applied to final basic pey, with a maximum 
of 75 per cent. The retired pay deta for a Rear Admiral (upper half) 
with forty years service and a chief petty officer with thirty years 
service are developed in Table XII asd percentages have been corrected 
to a relation with average compensation. At first glance (Line BD), it 
appeers thet both enjoy extremely high benefit rates (128 per cont and 
106 per cont), men ellowsnees sre included as part of compensation in 
the computation, the percentages are 101 and 76 respoctively (Line ¥). 
However, when retired pay percentages sre relsted to average pay of 

civiliens with compereble duties, the benefit rates fall to 45 per cent 
“for the Recr Admiral and 79 per cent for the chief petty officer (Line 
J). 
Jon parison. 

Comparing the last-named percentages with those 
derived from the Bankers Trust and Social Seeurity Administration sure 
veya, it appesrs that the benefit rate of the Rear Admiral is about the 
gane ag that of the comperable civilians for thirty years service, 45 per 
cent versus 44 per cent, while the chief petty officer enjoys a sonaider- 
able advantage, 79 por cont versus 50 per cent (Line J va. Lines K and L]. 
For forty yeara services, the Hear Admiral appears at 2 considerable dise 
advantage to his civilian counterpart, 45 por cent versus 57 per cent 
(Line J vs. Lines K and k). 


It is to be noted that many civilien plans place « 
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61 
limitation on the amount of retiremest benefit thet high salaried 
employees may receive, a factor that bears on the interpretation of 
results of this compsrison, Weximus benefit deta from the Bankers 
Trust survey sre contained in Table XIII. It is also noted thet the 
Hook Commission in 1948 recommended selaries, for high ranking officers, 
which fell considerably below selaries of compersble civilians, Howe 
over, the Commission felt that civilian saleries were at a peak and that 
a Compsratively greater number of officer personnel could reach the top 


in the earned forces then could civilians in business and industry. 
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TABLE X 


RETIREMENT BOHSFITS EXPRESSED AS PERCENTAGZ OF AVERAGE 
WONTHLY COMPERGATION IN 266 PLANS, 
BANKERS TAVST ur. 


ECS err 
Pension including 30e 121 Percentege of 2% Plans in each 
Benefit satezor 


Security as Pereentage 
of ea Compensetion 


Under 35% 3.9% 5.5% 12.9% 35.2% 
35% to 40% 7.0 9.0 . 
40% to 45% 2.0 3705 Aled 23.8 
45% to 50% 15.6 10.2 18.8 20. 3 
50% to 55% 9.4 32.8 11.7 3.9 
55% to 60% 2 2.7 3.5 9.0 
60% to 65% 31.6 2.3 1.5 0.8 
65% and over 11.3 2.0 1,2 0.8 


Mininua 3x0 27% 23% 10% 
Maximum 2112 76 68 68 
Approximate Median (30 yrs) 59 45 43 42 
Medien per cont per year 2.0 1.3 1.4 1.4 
40 yre =x * 80 69 56 56 
Slyre x " . 55 62 47 43 43 
20 yrs 12 32 1 52 9 36 36 
. 4 32 49 29 
20 yra x * . * 40 30 28 ae 


Bote: a. Source: 289 Retirement Plans, (New York: Bankers Trust 
Gompany, 1948), p. 10. original table lists average annuel 
compensation. Thirty-three plans, covering only amployee 
earnings over $3,000 per year, not included. 

b. Data derived from dete above and from ather data contained 
in Bankers Trust survey. 

. Minimum benefit percentage in plan concerned (no less then 
this percentage benefit ia paid at this pay level). 
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TABLE N 


RETIAELWNY BENEFITS EXPRESGED AG PURCTNPAOT OF AVERAGT 
MOMPHLY COMPENSATION DERIVED Faow BENEFIT PROVISIONS 
IN Mi FLAWS SOCIAL unf ADMINISTRATION suRTtY* 
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2 — 
Per cont Ax 3B AxS 
5. 5 (No. plans 
27 0.0 9.0 
13 6.5 7 3.0 
9 1 0.6 — - 
3/5 1 0.6 2 e 
2/3 4 2.7 1 0.7 
3/4 100 75.0 4 4.3 
47 é 1.6 1 0.8 
5/6 1 0.8 — — 
7 1 0.9 1 9.9 
whe 1 0.9 - — 
i 132 132.0 59 59.0 
1 17/8 1 1.1 2 2.3 
1 1/6 * 0.0 1 1.2 
1 1/5 1 1.2 1 1.2 
11/4 7 8.8 7 8.8 
11/3 2 2.7 2 2.7 
1 ry 0 0.0 3 4.2 
1 12 18.0 155 232.5 
1 3/4 0 0.0 6 10.5 
1 3/5 0 0.0 1 1.6 
1 2/3 0 0.0 2 3.3 
21/2 = | — 222 ee 223, 
Average * 4123. 


Partici- Average 300121 221 * Per esnt 
925! 


pation Ples Seeurity® Total ixcess $0 
40 yrs 34 yor 64% 57% 6 61% 5a4, 
N yrs 26 39 56 44 56 31 46 
30 yrs 25 7 33 43 55 50 45 
26 yrs 22 30 52 37 $2 46 40 
20 yre 17 a9 46 29 46 39 32 
21 gre 18 29 47 39 47 49 33 


note: a. Computed wien yt pereentage aie is ora ef Recent 
it isl ‘ i istretion, ® 
d. — 9 FO from date in book on Federal Old Age a 
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TARL®? XIII 


PERCENTAGE BENEFITS OF REAR ADZIRAL (UPPER HALF) 
WITH 40 YEARS S2RVICE AND CHIE? PUTTY OFFIOZR FITH 30 THARS 
SERVICZ COMPARED TITH THOSE OF COMPARABLE CIVILIANS 
GN AVERAGE MONTHLY corn WSA BasIs® 


Rear 
Admiral 3. F. 9. 


As Final besic pay per month 9955 $294 
B. Retired pay (years service x 246 x A + 
Mexieua of 75%) 716 220 
GO. Average basic pey (Appendix A) 557 207 
Average ie pay (6 
B. Average basic pay plus allowances (Appendix A) #708 291 


B 
7. @ pay plus a 8055 rns 70 
0. ——2—LU— — 56 . 7⁰ 
7 pay 


H. Assused finel basic pay of coaparable 


@ivilian (Appendix 8) $2767 $396 
I. Assumed average basic pay of comparable 

Civilian (0 x H) 1605 277 
EF 454 296 


Assumed e basic pay of comparable 
civilian (1 


K. Hedian pereentage benefit of comparable 


civilian - 30 years (Table X) 42% 45% 
Le * * * n " 
° - 30 years (Table x1)” 45% 55% 
K. ** ” * * * 
" - 40 years (Table x)” 564 — 
N. * J * * 7 
* 40 years (Table 21) d 58% — 


Rote: «a. See Appendices 4 and B for pay data. 
d. Joel Security benefit included. 
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TABLE XIII 
LIMITATIONS on QETIREMENT eri 
TO HIGH SALARIZD 2uPLOYS"s IN 289 fra PLANS, 
RBABEERS TRUST cuRveY® 


; Number of Fer cent 
Annual Monthly plans of plans 
MHaxiaus dollar pension 
$18,000 to $35,000 $1,500 - $2,917 31 1 
12, 000 to 18,000 1,006 1,500 55 19 
9,000 to 12,000 759 8 1,000 34 12 
Less then 9,000 Less then 750 56 19 
Nexiaum earnings recognized 
in determining pensions 
$30,900 to 950,000 $2,500 to $4,167 10 34 
20,000 to 30,000 1,667 to 2,500 12 4 
10,000 to 20,000 833 te 1,667 12 4 
Less then 10,000 Less than 633 1 $ 
Maximus ponsion as a percentage of 
compensation 3 1 
So limitation as to maximum pension .I 22 
TOTAL 289 1002 


Hete: ua. Source: renn (New York: Bonkers Frust 
ompany, . . 
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GRAPT#2 VII 
PRESUPERAMRUATION RETIRAMELT AND SEPARATION OTHER THAR FOR DISABILITY 
PORGED ATTRITION 


Considerations. 
Business and industry, 
A business or industrial organization svat ad juat 
the size of its employes force to economic conditions. whens business 
is “good”, it oun be expected that the number of persons employed will 


roma in reasonably constant or increases, hen business falls off, layoffs 


gust be effected in order to adjust te the reduced demand for products or 
eervices, However, an employes who is discharged under such conditions 
remains eligible for re-employment with his former organization or may 
obtain employment in another orgenizetion which has need for his sere 


 ~* vices. 


The process of advancement to postions ef higher 
responsibility is normally a “Yes or Fo" proposition, and of itself does 
not affect the employability of individuals. If a man isa chosen, he 
moves up the ledder; if he is passed over, he continues in his former 
position. In this sense, so long as an employes setisfsctorily perforas 
the duties required of his present position, his fsilure of selection 
for advenced duties will not interfere with hia continued omployment. 

Armad forces, 
Just as industry aust aa just to business conditions, 


80 must the defense establishtent «dept itaslf to international sondi« 
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67 
tions. When diplomacy seems unable to resolve problems between nations, 
when it appears more lixely thet viclenes will be used for the solution 
of these problems, the organisation aust increess the nusber of person- 


nel employed. Conversely, when resort to violenes is unlikely, there 


111 be & outeback in the number of persons in the ermed forces, For 


— 


* 


officer personnel, this variability in employment 111 be absorbed in 
the promotion system; fer enlisted personnel it will be taken care of 
through the recruitment program end quelifiestions for reenlistment. 
Unlike organizations in business end industry, the 
armed forces in advancing their officer personnei up through the ranke 
employ an “Up or Out” system. If an officer fails twice of selection 
to a higher rank, however satisfactorily he may be performing the duties 
of his present rank, he may not continue in service but aust be sepa- 
rated or retired. In order to have the vigorous and effective leader- 
ship at ali ranks that is essential to military effectiveness, there 
mast be & continuing flow of personnel, in at the bottom end out st all 
levels. This need was evidenced over a period of meny years prior to 
the adopt on of the present promotion system. In 6 sense, it may be 
gaié thet superannuation takes place et #11 levels in the hierarchy. 
An officer seperated from the get ive duty organization, is not reom « 
Ployabie is hia former organization except in event of 2 national 
Omergesey, and he cannot properly employ his apecial abilities by 
bearing arme in the service of another nation. 4 If he has been retired, 
his employability in other government organizetions is limited by dual 


2 


compensetion law.” If he is released with severance pay, such law does 
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not apply. 


i h em in ingsa inéustry. 

) Retirement syatexs in business end industry meet the 
problem of forced separation in one of two weys. Firet, provision may 
be mude for the employee through vesting, discussed in earlier chapter. 
The principle of veating may be recognised either through the great ing 
of s cash payment * the dtscharged employee or through the granting 
of a deferred annuity. “Secendly, in the ease of employees with rela- 
tively long service, the eaployes may be granted an “early retirement* 
| benefit wherein he commences receiving an income immediately upon 
separation, but at an setueriaily reduced rate. 

Table XIV 880 the early retirement provisions in 
the Bankers Trust survey. Of 278 plene on which deta were available, 
thers is provision for sarly retirement in 241 plane (86 per cent) under 
“forced attrition" conditions. Only 18 of the plans (7 per cent) provide 
for retirement at any tine; 127 plans (46 per cent) require atteinment of 
an age, ueuslly fifty-five years; 92 plans (38 per cent) require both 
Sttainsent of an age, usually fifty-five, end a minigmm length of service, 
usually ten to twenty years. 

Table XV shows the early retirement provisions among 376 
group annuity pleas analyzed by the Social Security Administretion, 

Only 23 of these plans aeke no prevision for early retirement or include 
disability ee «© requirement. There are 255 plane (68 per cent) with e 
norms] retirement age of sixty-five which provide for ten year pre-norm:) 


retirement, giving an ace of fifty-five as the early retirement time. 
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Incleding the plans which have both age and service requirements, 308 
(82 per cent) provide fer an early retirement age of fifty-five. 
In the O*Weill survey (Table XVI), 500 (#2 per cent) of 
) 612 plane provide for esrly retirement. As in the two previously nen- 


tioned studies, the typical retirement age is fifty-five years, 


in the 


fo Tas 


Table XVII summarizes the operation of the officer promo- 
tion system in the U. 3. Nevy, under the permanent provisions of Public 
Law 381, soch Congress.? Column 1 shows the required distribution of 
211 officers on the active list among the several renks; coluan 2 shows 

| the same distribution relative to a base of one thousand Ensigne and 
Tleutenants ( juaior grade). Because of the decreasing number of 
officers allowed in successively higher ranks, attrition must take 
 iplees from renk to ronk (Columns 3 end 4). For instance, an attrition 
ef about 53 per cent must take place in an originel group of one 
thousend ust ens and Lieutenants (junior grade) prior to reaching the 
rank of Lieutenant Commander, Some of this ettrition will be through 
normal causes such as resignations, deaths end disabilities. The 
remaining attrition is accomplished through operation of selection 
boards. As groupe of officers become eligible for promotion to the 
Various ranks, they are considered by selection boards and the best 
qualified are chosen for advancement to the next higher rank, in nusbers 
determined by the number of vacancies in the higher ranks? Lach officer 
is considered by not sore than two successive selection boards; officers 


failing of selection are consi¢ered ag heving been "passed over" and must 
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7⁰ 
be discharged from the service (Pay Grades 0-2 and O-3)], or placed on 
the retired list (Pay Grades 0-4, 5, 5). Columns 5 und 6 indieete the 
planaed advencesent of an officer whe wili advance to highest rank. 
Column 7 indicates the disposition of officers at the various levels who 
fail of selection for the next higher rank. Lieutenants, junior and 
eenior grade, are discharged upon the completion ef seven and thirteen 
yeers service, respectively, with severance per. Officers of hiaher 
ran are pleced on the retired list with retired pay. Columns 9 through 
12 develop the pay for officere passed over at the various renks, apply- 
ing life expectancy to approximate age at separation, to a final value 
“expressed in terme of post-active duty income per year of service 
rendered, 


Semperison. 


It ia imprecticable to compere the early retirement 
features applicable to arsed forces with those in business and industry, 
because of inability to give quantitetive weight to the planned forced 
Sttrition in the armed forees which does act exist in civilien orgenize- 
tions. This letter factor requires the provision of + libersl] retirement 
syates for prospective officers, As stated in the report of the Hoover 
Commiasion:® 

If the government wishes to draw mon inte a career service 
in whioh its interests dictste en esrly compulsory retirement 
age and disability retirement if physical and mental condition 
falls below a relatively hich standard, it offers--it bas to 
offer--conperatively high retirement benefits or pay. 
The present pay schedule for 311 armed forces personnel is closely linked 


to thet found in business and industry, with pay in the high renks falling 
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below thet in civilien organizations (Appendices B end 0). 
The liberality of feller benefits to retired officers in 


Pa Grades 0-4, 5 and 6 is indiested by the data developed in Tables 


WII and WIII. It is noted that the failure of selection to the rank 


of Lieutenant Commander apkes « tremendous difference in the amount of 


 pesteachive duty ian (Column 11 of Table XVII). 


oS — - = = 


A factor that enters ate the consideration of benefits to 


| seabers of the ermed forees who are relieved from active duty is their 


employebility in civilien organizetions, For information on this sub- 
jeot, the reader ie referred to d thesis written at this university.” 


Although the forced sttrition among enlisted personnel isa 


Of small megnitude, it should be noted thet there is no provision for 


seperation benefits, other than disability, for this group if total 


length of service is leas than twenty years, 


VOLUNTARY RETIREMTNT AID SEPARATION 


Business and iadustry. 


Termination of employment resulting from the 
request of the employee and the approval of his employer is related to 
the early retirement features of retirezent plans. Approval of the 
employer is presumubly granted only when the terainetion of employment 
ia in the best interests of the employing orgenization, In the Bankers 
Trust survey (Table IV), of the 241 plans thet provide for early 


retirement under normal conditions, 157 plane (65 per cent) require 
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| company approval. Io the O'Neill survey (Table XVI), of 300 such plens, 
338 plans (78 per cent) require company approval. 
| Armed forees. 
) Officers mey de retired on request, subject to 
f Approval by higher authority, after twenty yeara serviee, with retired 
pay et the rate of 24 per cent of fine! basic times the number of years 
of gervice, vith a maxigum of seventy-five per cent. This type of 
| retirement originated prior to the adoption of the selection system 
procedure, and was designed for the purpose of eliminating "éeadwood" 
in the officer ranks. With the adoption of systems of forced attrition, 
the seed for thie type of seperation hes decreseed, although it was 
\euipleyes during the Thirties to reduce the hump in officer ranks caused 
vy the iaflux of officers into the services during Yorld Yar I. The 
granting of requests for voluntary retirement is usuelly based on the 
ande of the service. In 1949, the Army was not granting such requests 
“ta cages of less than thirty vers service; the Navy wes approving 
requests of line officers with the miaiaun of twenty years service, but 
Was requiring sediecal officers to remaic on active duty for thirty yeers. 
The bencfite in this type of retirement are the same as for officers who 
Gre pasesd over and fereed to retire under the promotion lew, asd genere 
ly epply to those ia Pay Grades 0-5 and 6 (Table XVII). 
Snlisted personnel with twenty or mors years of 
Service may, upon request, and subject to approval by higher authority, 
be retired with say at the rate of 24 per cent of final basic pay times 


the number of years service vith a maximum of seventy-five per cont.” 
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In the absence of « forced attrition system such as existe for officers, 
this type of retirement is the principal means of effecting a flow of 
personnel out of active duty at the top rank. Requests for retiresent 
are almost inveriably granted, 
Comparison. 
4A in the ease of forced attrition, discussed in 
the first section of thie chapter, the denne to armed forces personnel 
are much more liberal than for business and industrial employees. th 
— to officer personnel, hovever, this liberality in voluntary 
% lecks the justification thet is hse under forced attrition. 


n is to be explaineé on historical grounds, dating from 6 time when 


voluntary retirement was aade attractive in order to stimulete separs- 


“tons thet could not be compelled, as now. Presumably, operation of the 
— Ian should nox maot the special needs of the armed forees in 
 meinteising competent leadership at 411 ranks. Undoubtedly, there are 
Oase in which voluntary retirement is desirable, but the granting of 
the seme liveral benefits te those whe want to "get out” as to those 
who sre forced out is of doubtful validity. As mentioned in the closing 
peragraphs of this chapter, it appears that some compromise should be 
made between the liberal voluntary retirement benefitea and the lack of 
any benefits at all to those who separate themselves from the service 
by resignation. | 
In the case of enlisted personnel, the liberality 
of voluntary retiresont benefits is more justifieble because of the 


absence of a forced attrition syetem, However, hore too, a compromise 
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or the extremes of benefits say be in order. 


Business and industry. 


In seperation thet is effected without the en- 
ployer’s approval, the employes in business and industry may, through 
| vesting, expect to retein as equity in the retirement fund upon meeting 
eis service and/or age conditions (Tables III through VII in Chap- 


‘ter y). In @ limited number of eases, the employee who “quite” may 
obtain @erly retirement benefits. erly retirement at the election of 
employee is silewed in only 29 per cent of the plans in the Bankers 
survey, and in 19 per cent of the plens ins the O'Neil] survey. 
Armed foross. 

? Both the officer who resi ane his commission and the 
nee man with lees than twenty yeors service whe does not reenlist, 
loss 611 equity in the retirement system. 

" Comparison. 

Under these conditions, personnel of the armed 
forces are at a complete dissivantege. This restriction in benefits is 
& strong factor in “holding the employes", but from the viewpoints of 
society and of the individual employes it defeats the purposes of 


retirement systems. 


2 2 ft e 
Recognizing the paramount importancs of the public interests 


in relation to setions] defense, the writer does not propose that ia should 
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75 
be “easy” for personnel to separate themselves from the defenses estab- 
lishment. At the same time, the dcor should not be shut to voluntary 
termination of smpleyment te the degree thet personnel who do leave the 
service of their own volition lose all equity in the retirement system. 

“Those who are separated from the service under voluntary conditions, 
whether or got such seperation 12 in the best interests of the service, 
should neither receive the liberal benefits of officera with twenty 
years service who are forced out under the selection system, nor should 


hey reevive nothing. In all esses the principles of vesting should be 
| A reasonable compromise would be one under which the 
individual either receives ac immediate benefit, et » reduced rate, or 
— benefit at the full rate, By such a procedure, the opportun- 
ity to leave the service in order to gain immediete liberal benefits 

41d be limited, and at the same time the right of personnel (and their 
ts) to deferred wages would be recognized. 

Ho separate section of this study is devoted to the problem 
personnel separated from the services es a result of courtemartial 
“proceedings. Here toc, the principles of vesting should be applied. 
Punishsent for 4iseiplinsry offenses should act be visited on the inno- 
Gent dependents of cullty service perzonnel through the complete denial 


of participation ia the "retirement fund“. 
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TABLE XIV 


BARLY REPIREMANT PROVISIONS IN Immer PLANS, 
BARZERS TRUST a 


Provision Number 
of plans 
RET OTT RY d RT EE OT RL LEENA EI TS BEET CIT ELE MLE ISIS AEE ENE SERRE TE 
a0 consents 


After attaining age 70 
After completion of service . «se se 2 
After attaining age and completion 

of service «ca „ „ „6 


Anytime. cece seer eervesesnee 18 


137 (56%) 
— 
N After attaining ge „ 37 
After completion of series 2 
After atteining ege snd completion 
Of service «seer eee verse 4 
84 (30%) 
33 = (13%) 
2 


TOTAL 278 (100%) 
Of the 137 (90 plus 37) plans providing for age only: 


Age 35 is used in 103 plans 

* 60 * ” s 2 a 

2 3% * * 3 ** 
TOTAL 127 


Of the 92 (47 plus 45) plens providing for age — service: 
Age 2 is used 10 72 plans (Service requirement is 10 


0 . to 20 years, in general) 
50 1 * er 4 * 
W 92 


Bote: a. Source: 26 ei at F » (New York: Bankers Trust Com- 
pany, 1948), p. 8. 


an 


r 
hae N 


a 4 vn nie: 58 aha 


iver vil me SOR epee Orne 
Sure. 5 


f 
* 1 a ER . 
6 js badd « e wy hae, MR 
18 
* g K rir tye 
\ t 


2 22 4 5 N 
ee 


i! — — me 7 r N ants pri oxida 
* od wh .. 
ve 0 1 an eb 9 sani a ae 


2h weaPridag pit sec 


amen 


1 ee 
(Ler,οj̃ al ,etamy Of of ® 


* il 


„ Auer , 


i. 
ey 


ae 20 N 
* 
aA . 


l 


ee eee eee eee well) , zoon 42 - 


4 „ vang hee 


TABLE N 
BARLY Nr PROVISIONS IN 376 GROUP ANNUITY PLANS, 
SOOTAL SRCURITY ADHINISTRATION & 
222 ˙mꝛA ee ²˙ů : ⅛ . ] A A ˙ 


Yeers before norsal retirement Bormal He t 
aad other conditions Other $a. 


ie) ee a a a ae a ee “ — 3 ({ 1%) 
10 v%,Eelfj e eee veas 3 23353 6 264 (70%) 
1 yeare . ee eevee seves - 2 - 2 ( 1%) 
Not specified „ 2 „ „„ „% „ „„ 2 23 - 25 ( 6s) 
10 years and years of 

participation or service e — 32 i 33 ( 98) 
10 years and disability or 

hardshirfg „ * 10 - 10 [{ N) 
10 years and years of service 

or disable — 8 - 8 { 2%) 
Wiecelleneous . «se sesses — 25 1 26 (* 
None „„ a 5 — 5 ( 

TOTAL 5 363 8 376(1908) 


Hote: a. Source: Ar 2 ee (Washington, D. O.: 
Seeial Security Administration, » De . 
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TABLE XVI 


BARLY RETIREYLET PROVISIONS In 612 RETISEMNT PLANS, 
O'NEILL SURY 


eae aera ß T: A2 .. 


Number 
Conditions for > of plans 


— Retirement 
With compeny consent 


At employee's election 83 (16%) 
At election of cither 14 ( 3%) 
Bo data 

0 e 0 e o o 0 „ TOOK 


ditions for Barly e t® 
No reference 
Years aoe 78 1 778 to normal Ree No conditions Mise. & 
Service yrs yrs yrs tirenent Age specified Ro Info. 
Bone 21 253 4 
3 1 
5 3 3 
10 2 15 1 
15 11 3 
20 2 17 3 
25 4 1 
30 1 3 2 
Other i 
Total 4 10 1 
Tor cont 7% 61% 1é 2 25% 1008 
Note: a. Gource: Hugh O'Neill, Hodern Pension Plsng, (New York: Prentice. 


Well, Inc., 1947). 
b. Table Gel on p. 271. 
. Table - on p. 275. 
a, Specific provisions not evaileble. 
o. Derived from date in Table Gel, pp. 271-273. 
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TABL? XVII 


ATTRITION AND BESEFITS BICIDERT TO rener 
OF OFFICER FERIONNEL, U. 3. NAVY, UNDER 
PERMANENT PROVISIONS OF PUBLIC Law 381, SOTH concztss 
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TABLE XVIII 


GOMPARISOM OF PEROVNTAGE rita CF PASSTD<OVER CAPTAING, 
COMMARDERS, AND LIZUTEXANT COMMANDERS ITH THOSS OF COMPARABLE 
CIVILIANS ON AVERAGE COMPENSATION BASIS 


Ae Final basic pay 3698 7584 $485 
B. Retired pey (years service tines 24% 

times A. Meximum of 75%) 524 380 243 

6. Average basic pay (Appendix A) 454 409 362 

= 158 Mk 


Average basic pay (0) 
E. Averege besic pay plus sllowsneces 
(Appendix A) $592 $542 $485 


Average besic pay and allowences (E) 


2 
— bese eric 65 % 273 


H. Assuned final basic pay of comparable 


civilian {Appendix B) $987 $619 9571 
I. Assumed sverage besic psy of comparable 

civilien (d x H) 642 433 428 

— pay (3) 

7. average @ pay of comparable 82% 82% 57 

Givilien (1) 
K. Medien percentage benefit of comparable 

e¢ivilian (Table X) 42% 364 28% 
L. Median percentace benefit of comperable 

@ivilian (Table XI) 508 66% 39% 
K. Humber of months retired officer may expect 

to draw retired pey (Table WII, Gol. 10) 248 294 353 


N. Humber of months civilian sight expect to 
draw retired psy (Life expectancy at 
age 65) 160 160 160 
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CHAPTER VIII 


DISABILITY AND SURVIVOR BINtrITS 


Retirenent end seperation for disability. 
Generel. 


Disability refers to the impairment of the 
“faculties of an individusl, resulting from accident or disease, 518 
“ability may be part 181 or total, temporary or permanezat. Then the 
@mployss ia permanently disabled to such a degree that his continued 
employment in the same job will lower the productivity of hie organiza- 
ales, it is in the interest of the organization to give the employee a 
new position in which he cen operate efficiently, or else terminate his 
@aploysont. Where termination of employsent becomes necersery, it is 
in the interests of the employee and society that provision be meds for 

his security end that of his dependents, 
Business and industry. 

When necessary, the partially disabled employee in 
business and industry normally cen be relocated in a position wherein 
his disability #111 not interfere with efficient job perforaence. 

In cages of total permanent disability, termination 
of employment is the only solution. In retirement plens that provide 
for disability, the granting of benefits is usuelly governed by vesting 
and early retirement provisions in the plans, rather than by epscific 
G@isebility provisions. Of 315 group eenuity plane in the O'Neill survey, 


only 14 make specific reference to the peyment of disability benefite. 
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82 
or 152 individuel ennvity plans, 38 plans (3@ per cont) make specific 
provision for such dener 18. 
Many companies provide contributory insuranes plans 
. which include coverage for disability. In Table U ere listed provi- 
dns found in some selected group ineurence plans. Of fifty exployee-~ 
dener it plans in the stesl industry, enalysed by the Social Security 


| Administration, twenty-eight provide for permanent and totel dissbility 


- in smounts varying from 3300 to 920, 000.2 

| ~ Armed forces. 

J Partial Giasbility assumes greater importance in 

“the armed forees than it does in business and industry because of the 

noed for a consistently high standard of physiesl performnce in 

“military service, Wany sen with only partis] disabilities, who would 

. be retained if amployed in civilian organizations, must be separated 

from the armed forces. 

: Under ths provisions of the Career Compensation Act 

flee 1949, Conditions of retirement and separation for disability have 
been completely revised. After it appears probsble that an individual 
has « disability te such an extent thet he is not qualified to perform 
the duties of hie rank, the degree of disability ie determined on a 

poreentage iapairmest basis by the Veterans’ Administration. A given 
Gisability pereentage represents the degree to which the capacities of 
a Gisebleé individual fall below that of a oral person. For dise 

abilities of less than thirty per cent, the officer or snlisted man 


concerned is separated from the servies with severance pay (two months’ 
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83 
ative duty basic pay per year of service te @ im of two youre 
basic pay) unless he has more than twenty yosrs service, in which case 
) he may retire et the 24 per cat rate. For a disability of thirty per 

Gent or more, the individual is ratired, with a shoice of pay equal to 
| the disability peresntage multiplied by hic basic psy or pey at the 2) 
per cent rate. An exception is aude in the case of the individual with 
‘less than eight yeers service whose disability is not the result of 
| perternance of actual duty. In this case he is seperated with severance 
ey. If there is eny question as to the permanence of the disability, 
dne serviceman is placed on a — disability retiresent for a 
meximum of five yours. During this period he is given periodical 


physical exeminations, and prior to the termination of the time period, 


a 

N 
i 

} 


‘decision sust be mode as to whether or not his active services will be 
| terminated, 
Comparison. 

The conditions under which personnel aust be 
separated differ to such a degree between tho two categories (armed 
forces versus business and industry) as to make impracticable any direct 
comparison. One factor thet should be considered in evaluating the 
amount of benefits thet are granted armed forces personnel is the 
poasible employability of the pertially 4isebled serviceman in civilian 
life. 


Survivor benefits. 
General. 


Survivor benef ite refer to payments made, in a 
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&4 
voti rement system, to the dependents of deceased employees. Recognizing 
the importance of security to employee dependents, the inclusion of denth 
benefits may be Considered an important part of a retirement system, 
Whether or not @ retirement system provides for payment of survivor 
. benefits depends on the vesting preatice in that syaten. Usus Illy where 
death benefits are vested, a distinction ia made between death before 
retirement and death af ter retirement. 


| 
Business and industry. 


Death benefits prior to retirement ere rerely pro- 

| vided as an integral pert of group annuity or selfeadministered plana, 

| although such provision is frequently mede in the ease of individuel 

annuity plans. In the O'Neill survey (Table KX), none of the 313 group 

) annuity plane provides for benefits on death prior to retirement. of 

121 self-sdainiatered plans, 31 plane (26 per cont) provide for death 
benefits, and of 152 individual annuity plane 130 (99 per cent) make 
such @ provision, Hany orgenisatione whose retirement plens allow no 
pre-retirement survivorship bensfits, carry group life insurance, usually 
contributory. Of the 313 corporations with group annuity plens, at least 
235 (75 per cent) offer such insurance, Of the 121 corporations with 
self-adsinistered plans, at least 91 (75 per cent) offer group life in- 
surance, 

Some plans make provisions for the payment of 

survivor benefits in event of the death of an omployee «efter retirement. 
Under indiviéuel annuity plans, it is common to guarantee paynont of « 


Minimum totel retired benefit. If the retired employee should dis prior 
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85 
to peyment of this sinimum, the balance is paid to hie designated 
beseficisry. Under group annuity plens, the survivor may receive the 
amount of the employee's contributions minus the amount of retirement 
benefits paid prior te the death of the employes, Often in group annuity 
plane, the retiring employes may elect « reduced benefit rate so that 
after his death payments 2111 continue to his widow for the duretion of 

her life. The writer has no information to offer on self-administered 
plans. Under the group life insurance plens mentioned in the preceding 
section, retiring enployses normally have the privilege of continuing 
to carry ofter retiresent all or part of the insurence with the full 
. anount of premiums paid by themselves. 

Armed forces. 

Dependeats of persons dying on active duty sre 
entitled to lump sum psyment of six months’ active duty pay. If the 
deceased has served in time of war, dependents also are entitled to « 
monthly pension (Table I). 

In no cage ere dependents of retired or separated 
mon-veterans entitled to survivor benefits. hen death of a orld far Il 
veteran, not on active duty, occurs, survivorship benefits ere payable 
only if the deceased hed been retired for disability. 

Service personnel are eligible to purchase up to 
10, 000 worth of government life insurance which may be continued of ter 
eeparetion from the armed forces, 

Comparison. 


The armed forces appear to be on a per with business 
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86 
and inéustry in the matter of survivor benefits if the availability of 
life insurance is considered. However, certain iaprovemects in the 
armed forces retirenent systen ere considered advisable. First, in 
eppreeiation of the importance of providing esseurity for dependents, it 
is advisable to make compulsory the purchase of government life ine 
surance, Jecond, the effectiveness of the retirement system would be 
greatly increased by allowing the option of electing the payment of 
retired benefits at « reduced rete, with provision for continuing pay- 
ment of benefits to dependents efter death (joint and survivership 
annuity), It is noted chat smong the retirement eystens administered 
by the federal government survivorship annuities are now avsilable under 
@ll of the contributory systems.4 
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TABL2 NL 


CORTRIBUTORY GROUP INSURANCE PLANS 
FOR DEATH AND DIGARILITY (HONeOOCCUPATIONAL) 


Total and 
Wage or Salary Life Permanent 
Company Range(Monthiy) Insuranoe Disability 


Cudahy Peeking Up to $435 1, 000 te 10,000 1, 000 to 10, 
Buda „ » 200 1,000 to 1,500 1,000 to 1,500 
Stand, Oil of Calif. * 300 2,000 to 6, 000 ——— — 
Lockheed Al reraf̃t „ 800 300 to 25,000 300 to 10,000" 
Boeing Airplane „ „ 300 2,500 te 10,000 2, 300 te 10,000" 
Raytheon fg. 2 * 2,000 to 9, eee eee 
Douglas Aircraft „ „ 800 2,000 to 10,000 2,000 to 10,000" 
Hormel „ „ 625 3,000 to 15,000 —— 
Nat'l Gash Register —— 2,000 2,000° 

Yale & Towne M' fg. —— 1,500 1,500° 


Note: s. In eddition, limited amounts of free insurances are provided 


by company. 
be Partial disability, involving loss of one eye or limb, also 
covered to one-helf amount indiected, 
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TABLE XX 


PRE-RLTIAILENT SURVIVOR BANSFITS AND LIFE INSURANCE 
IN 612 CORPORATIONS HAVING RETIRENTNT SYSTEMS, O'NZILL suaver® 


323 152 uu 
Group Individual Self-Administered 
11 Annuity Annuity 
Companies Companies Companies 
Teare services 8 3 0250 13 (124 
Age and service — — 3 ( 3%) 
Other — 2 0 2 — 
Non-innediste vesting - 145 (95%) 13. (11%) 
Group Life Ineurence 235” (75%) — 91507 
TOTAL 7 99% 1014 


Note: a. Source: Hugh O'Neill, Modern Pension Plons, ppe 320-322. 
d. Minimum figures, Additionel companies, not identified, may 
have group life insurance plans. 
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TABLE UI 


MONTHLY RATES OF COMPENSATION TO oss AND CHILDREN 
OF DECRASZD VETERANS OF WORLD WAR II 


Rach 
Widow & AG4i tional 


Condition 21 dow? 1 hd 9511 


Death occurs in vert ine or was 
a result of wartime service 875 $105 #25 


Death occurs in peacetiae 
while on ative duty 60 84 20 


Note: a., Source: House Cormittee Print Bo. 173, ist Congress, let 
Seseion, Addendum Section, p. 32. 
d. Provision also made for dependent children alone and for 
dependent parents. 
Rxeoept in the case of death resulting from wartime service, 
no benefits ere payable efter seperation unless the cecessed 
uns retired for disebility. 
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CHAPTER IX 
SUM AD CONCLUSIONS 


History. 

Formal retirement plans have been in existence in business 
and industry sinee 1874, but their development was relatively slow until 
about 1930. During the recent war yesrs, there was a tremendous increase 
ia the number of plans, principally aa a result of the sllowanes to 

eorporations of income tax deductions on profits turned over to retire- 
| ment systems, and also az 4 result of the high exeess profits taxes in 
effect during those years. Although retirement benefits have been gives 

the armed forces since the days of the Revolution, it was not until the 
latter part of the nineteenth century that benefits for other than 


Gisabllity were extended to cover the asjority of military personnel. 


Retirement systeas offer advantages to the employer, to 
the employee and to society. The employer is benefitted by having a 
convenient and fair method of disposing of saployees who are super} 
annuated or disabled. A retirement system also serves the purpose of 
attracting personas] to his organization and influencing then to remain 
in bis service, Ia the arned forces, retirement serves the important 
additional purpose of complezenting the promotion saystex under which 
large percentages of officer personnel must be elimineted st all ranks. 
To the employee, the principel value of e retirement aystem lies in the 


security it provides for hia and Bis dependents. ‘Society places value 
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on retirement programs because they reduce the need for public and 

) private charity and increase the number of independent and self-reapec- 
ting members. Ia this sense, it is prefersble that membership by 

| employees in retiresent systems be compulsory. SBeesuse of the stability 
of income provided through such systems, the economic health of the 


nation is supported, 


Peyssst for retiresent systems. 


The costs of retirement systens may be absorbed in 
increased productive efficiency. here this abserpt fen dose not take 
place, the consumer pays for unabsorbed costs, According to the deferred 
wage theory, which this writer supports, retirement benefite ere actual 
‘Sompensation to the employse, payment of which is deferred. In this 
sense, it is the employee who pays the costs, whether the plan be con- 


tributery er non-contributory. This theory, supported by respected 


writers in the retirement field, is closely related te the practice of 


vesting. 


Whether a retirement system should be contributory or not, 
is a highly controversial question. A eontributery aysten io edvan- 
‘pageous te the employee because the surety of receiving benefits is 
greeter; there is greater likelihood of vesting in case of early seprra~ 
tion from the employing organization; provision for voluntary sontribue 
tions are more likely; greater eaployes control of the systen may be 


@xpected; there is higher probability of varying equities upon retirement 
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through optional choice of methods of benefit payment. However, the 
employee may expect to pay higher income taxea under a contributory 
system, because bis contributions are not deiuctible from taxable 
income, whereas those of the employer are deductible. Prom the 
eaployer’s viewpoint, the contributory systes offers the advantage of 
limiting excessive retirexent benefit demends on the part of the 
employes, and of increasing eployes interest in the progran. However, 
the adainistrative costes of the employer, in a contributory system, will 
be higher; the employer will probably be leas able to retain the om- 
ployee, and will probebly receive seen eredit for the benefits. Society 
finds the contributory systes advantageous because it is amore likely to 
guarantee benefits throuch the use of sound actuerial funding methods 
and also beceuse of the opportunity for roluntery contributions on the 
part of the employes, 

Barly retirement plans in bueiness and industry were 
predominantly non-contributory, but during the 1930's and up until 
World Wer II, new plans adopted were predominsnatly contributory. Paring 
the war, there was a ovine to non-contributery plang because employers 
with high prof ite took advantage of the tax exemption privilege applying 
to retirement plan contributions. A trend back to contributory plans 
took place after the close of the war and, findings of the President's 
1949 steel fact-finding board aotwithstanding, thia trend appears to 
heve continued inte 1949. The majority of plane in existence ere non- 
Gontributory, but on a basis of employees covered, the differential is 
emall. 
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Among contributory plana in buainess and industry, it ia 
typical for employees to pay about two per cent on the first 3, 000 of 
compensation (the limit for Soecisl Security peyrell deductions), and 
about four per cent on that portion of compensation over $3,000. The 
rate of employee contributions is likely to be reflected in the amount 
of benefits provided, 

The writer believes that the adoption of s contributory 
system would be advontageeus to the personne! of the ermed forces, 
although it would result, t least temporarily, in a decresse in take- 
home pay. 


D224 · 

Vesting is the transfer to the employee, prior to normal 
retirement, of title to money paid into the retirement system on his 
account by the employer. This transfer may take plece immedistely upon 
an employee's joining the system, or it may be deferred, It may take 
place gradually over a period of time (greded vesting), or all at one 
time (full vesting). 

Vesting recognizes retirement funds as being deferred 
Compensation, belonging to the employee. ‘here there is vesting, an 
employee who leaves an organizetion before he has qeined the richt to 
normal or early retirement benefits gay be paid a lump sum or may 
receive a deferred acnuity. 

Vesting ia desirable beecauss it favors the security of 
the employee end facilitates the mobility cf labor. Fron the employer's 


viewpoint, it is undesirable because it decreases his ability to hold 
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the employee in service, 

The large sajority of plans in business and industry pro- 
vide for vesting. Sonditiona for vesting ere usually based on yours of 
service, on age, or on age and service, Service requirements very from 
one to twenty-five yeors, age requirements vary from thirty-five to 
sixty. Only © smell percentage of plans allow inmediate full vesting. 

It cannot be ssid that there is eny vesting in the armed 
forees exeest through benefits provided under disability end foreed 
retirement. There ia no provision for peynent of “deferred wages” to 
officers who resign their commissions; for enlisted sen with less then 
twenty years service who do not reanlist; or for persons dismissed from 


the service as a result of courtemertiel action. 


Funding. 

Funding refers to the advance accumuletion of money for 
the future payment of retirement benefits. ‘then there is no funding, a 
Men ia said to be en unfunded or cash disbursement plan. A plan is 
partially funded when it gakes some, but not complete, advence accusu- | 
lation toward the psyment of future benefits. 

Only under a funded retirement system ere soolety and the 
employes literelly guaranteed thet promised benefits 111 be paid. 
Funding ia aleo in accordance with sound business principles becsuse 
the retirement fund represents « depreciation reserve on the human 
"machine", similer to that provided for actual plant machinery, Coste 
are paid by the present generation, the beneficiary of the services 


rendered. Lastly, funding has an Iaport ant peychologicsl advantage in 
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relating benefits more closely to the prospective capacity of exnployera 
to pay then. 

Among pension plens in buainese and industry, funding is 
slaost universal. The retireszent system of the armed forces, on the 
other band, is entirely unfunded, 

The Hook Commission considered a funded systen in the 
Armed forses te be impracticable because of the difficulty of actusria) 
computetion, snd considered 1t unnecessary because of the tuxing power 
of the government. The writer recognizes the former difficulty but doss 
not consider the government's power of taxetion to be a valid reason for 
not using a funded system. The interests of armed forces personnel and 
society would be better recognized if a partially funded system, such as 
ig used in other federal retirement plans, vors adopted. At present, 
there is no guerentes that futures legisletion, such as might be enacted 
during u period of severe government economy, will not reduce pronised 
benefits. 


Superannuation retirensnt. 

Superannuation retirement 1d ascessary to eliminate those 
employees whose mental or physical perform has declined to such an 
extent a6 to adversely affect the productive efficiency of the exploying 
organization. 

Usually no distinetion is ade between physics] end mental 
superannustion retirement in business and industry beesuse aging en- 
ployees, who in their earlier years wore engaged mainly in physical work, 


dan be transferred to supervisory end indoor positions. The situation is 
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96 
@pproximeted in the ase of armed forces officer personnel, but the 
duties of the enlisted san recuirs high shysical stamine throughout his 
earoer. In the armed forces, then, a distinction between physical and 
mental superennustion is justified. In Business and industry the 
retiresent age is sixty-five are in over ninety-five per cant of the 
plans considered in this study. In the ermed forces the age is sizty- 
two years for officers, with few exceptions, Because of the existence 
of a foreed attrition system used in advancement from rank to rank, only 
officers in the senior rank resch the superannustion age. For enlisted 
personnel there is no mandetory age retirement, Because of the absence 
of such provision, voluntary retiremesat under the thirty year lew is 
covered in the chapter on superacnuation retirement. However, most 
@nliated men take advantage of retirement under a twenty year law 
(4iscussed in Chapter VII). Beeause of the requirenente of military 
service in time of war, the superannustion age differentials betwoen 
armed forees personnel and those in business and industry are considered 
Justified, 

The superannuetion retirement benefit should be such that 
it provides minimum subsistence to the employee and hia dependents. 
Preferably, it should recognize their standard of living. 

Since the retirement benefit is deferred cempensation, it 
is reasonable thet it should bear some relation to compensation during 
employment. Use of a percentage rate multiplied by years of service 
appesls to the sense of feirness to the employee, Geod practice in 


funding usually requires that benefita be related to average annual 
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97 
compenaation, here employees advenes up the salary seale at « uniform 
rate throughout their service, benefits based on Final compensation are 

in reasonable eccordance with funding principles. Also, benefits based 
on Final compensation recognize the purehssing power of the dollar at 
the tlas of retirement. The retired employee would enjoy the greatest 

security if benefits were goured to the chenging price index. 

In business and industry the most common practice is to 
relate benefits, on a percentage basis, te average annual compensation. 
Because of the availability of Socisl Security benefits on annual some 

‘pensation up to $3,000, different benefit rates are usually used on 
@ompensetion above and below this amount. In the armed forces, the 
“benefit is equal to finel basic pay tines yours of service times 24 per 
bent, with a minus of 75 per cent of basic pay. 

On u doller comperison basis, it would appear that the 
superacnusted officer enjoys a great advantage over his civilien counter- 
pert. However, when allowance is aade for the lower service psy received 
by a Rear Admiral (Brigadier General), as compsred with the pay of a 
eivilies with comparable duties, the benefits favor the civilian. 

The enlisted men who retires at senior rank, with thirty 
years service, enjoys d considerable doller advantage over his civilian 


counterpart. 


Forced ettrition. 


Organizations in business and industry must adjust 
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98 
the size of their employes forces as dictated by the volume of business. 
When business falls off, forced attrition of personnel must be effected 
so thet the organization can maintain its economic stability. GSisilarly, 
the personae) of the armed forees is dictated by the international situ- 
ation. When diplomatic solution of international problems is ef feet ive 


ud resort to violence is unlikely, the nation reduces the size of its 


defense ostabliahment. 


Forced attrition resulting from the system of 


‘promotion is peculiar to the armed foress. In order to ssintein vigorous 


end effet ive leadership within the officer ranks, it has been found 


| necessary to employ a system of promotion that involves forced sttrition 


at all ranks except the lowest. By 1957, the promotion system will be 


functioning in such « way that out of each thousand officers in the two 


Junior raaks (combined length of service-esix yeurs), only two will 


, attein to adsiral/general renk (length of service in rank six to ten 


years). 

Retirement systema in business and industry meet 
the foreed attrition problem either through veeting or early ret tresent. 
Berly retirecent refers to pre-superacaustion retirement, under which 
an immediate benefit is paid at an actuarially reduced rate. For early 
retirement, sost plans require either attainment of an sge (usuelly 
fifty-five years), or attainment of an age (usuelly fifty-five) and a 
given length of service (ten te twenty years). 

In the armed foress, officers not selected for 


advancement to the top three ranks (Near Admiral, Ceptein and Commander 
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99 
in the Bavy] are retired at 24 per cent of finel basic pey times number 
of years of service. In the lower ranks, passed over officers ere 
separated with severance pay. 

Because of the differing conditions under which 
foreed attrition takes pleoe, it is saneidered impracticable to make a 
comparison between benefits in business and industry end the apparently 
_ [dberal benefits in the arned forces. 

There is no provision for forced attrition among 
enlisted personnel except through the rejection of epplications for 

reenlistment. 
Voluntery retirement-erequested by employee and approved 
dy employer. 
In business and industry, retiremont that is 
roqussted by employees comes under the heading of early retirement. 
Among Plans which provide for early retirement, the majority require 
¢ompeny approvel which is presumably granted only when the termination 
of employment is in the best interests of the employing organization. 
| Officer end enlisted personnel in the armed forces 

may, upon request, and subject to approval by higher authority, de 
retired after twenty vert service et the 2% per cent rate. In the 
absence of « forced attrition systes, such requests are inveriably 
granted to enlisted personnel. For officer personnel, such requests 
ars handled on a basis of the nesds of the eto. 

A in the cage of forced attrition for officer 


personnel, benefits under voluntary retirement are extremely liberal. 
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Although this type ef retirement reduces the need for foresd attrition 
| in the promotion systea, the liberal benefits do not appear to be as 
justifiable as they are in oss of forced retirement. For enlisted 
personnel, the liberal benefits are more readily justified bonus of 
the ebsenes of a foresd attrition systen, 
Retirement and separation without the approval of employer, 
and resigsations. 
In business and industry, the exployes who quits 
may exsect to retain an equity in: the retirement fund through vesting 
provisions. Only twenty to thirty per cent of retirement plaas allow 


early retirement without approval of the employer. 
The officer who resigns his commission and the 
f 


enlisted man «ith leas then twenty years service who does not reenlist, 


Lose all equity in the retirement system, Likewise, all equity is lost 
by those who are dienissed from the service as a result of court-martial 
action. 

Gompromise in the armed forces, 

It seems reasonable that sone compromise ahould be 
made between the liberal benefits received by those who are voluntarily 
ret tired and the tots] absence of benafits te those mentioned in the 
preceding peregraph. It is recommended that in both cases the individuel 
receive either an iamediate benefit, st « reduced rete, or 2 deferred 
benefit at the full rate, The principles of vesting shoulé be recornized 


in all separations. 
Disability and survivor benefits. 
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In business and induetry, seperation because of partial 

@igability is normally unnecessery becouse of the ability of employing 
nellen to provide positions which meet the disability limitations 


the employee concerned. In the armed forces, on the other hand, the 
“necessity for a high standard of physical performence is such that con- 
f . employment of the pertially ¢isabied would often be detrinentel 
d military effectivenoss. 
f Zurvivor benefite are usually provided for in business and 
Mateatry either through the retirement plan or through contributory group 
life Insurance. In the ermed forces, the equivalent of six gontha pay is 
given to survivors of persons she die while on ective duty. Survivors of 
Veterans of Yorld zer II are eligible for « pension if death occurs while 
| e active duty or ae 6 result of waertine service. The armed forces 
Petireneat system could be improved if retiring personnel were allowed 
the option of electing a reduced benefit which would continue throughout 
his or her life ond that of his wife or husbend. 


Goncluding remarks. 

In this study, the writer hus tried to demonstrate that 
retirement systems serve important purposes both in the armed forces 
and in business and industry. Shore practicable, direset comparisona 

| have been made between the retirement systems in these organizations. 
However, special conditions in the defense establishment, such as forced 
attrition and hich physical requirements, prevent a valid comparison of 
many factors. The writer believes thet the armed forces retirement 


eystem would be improved by e change to a contributory, partially funded 
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system; dy the extension of the principles of vesting to cover all 


; ‘personnel with more than five years service; and by the inelusien of 


ional methods of receiving retiresent income. These sedifiestions 
considered to be beth fair and practicable, end in the best 


of military personnel, the government, and society. 
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and the Air Force my advance officers into ranks up to Lieutenant 
Golonel without respect to vacancies. 
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7 Robert B. Bretlend, "Some Aspects of the Problems of Neadqust- 

ment @dueation and Job Placensat of Retiring Haval Officers", (unpub- 

lished Master's Thesis, The Ghio State University, Columbus, 1949). 


8 Naval enlisted personnel are transferred to the Fleet deserve 
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CAREER PAY COMPUTATION FOR OFFICER ADVANCEMENT UNDER PIRMANINT 
PROVISION 


APPENDIX A 


a OF PUBLIC LAW 341, SOTH o 
AND ASSUMED ADVANCRMGRT FOR ENLISTAD PERSONNEL 
(Ou MOWTHLY BASIS) 


E 


Officer (40 years) 


} Aver. per mo. 
' Aver. (pey and 
' allowances per ao. 


1 O-l Ensign $214 9 2 Bel GR % 75 $ 32 
2 bd 214 42 Be2 8.4. 63 32 
3 * os 228 42 * * 90 32 
4 o- LTO 264 124 ) 8. u. 103 32 
5 4 7 278 125 be 1 110 32 
6 es 0 278 125 5 " 110 32 
7 Of} LU 342 132 Be4 FOS 140 32 
8 Ps 5 342 132 = 4 149 100 
9 * * 356 132 * * 147 * 
10 yd * 356 132 70 169 0 
u * — 370 132 1 be 176 2 
2 * * 370 132 * * 176 * 
1 0-4 Urn 427 147 6 POl 206 2 
n 428 147 . — 26 5 
15 * 4 147 1 Fe 213 8 
1 * 4 147 bg 5 213 ° 
17 2 5 456 147 7 CPO 230 . 
18 * a 456 147 a * 250 * 
19 0-3 = GDR 527 162 be * 265 1 
20 1 * 527 162 * 8 265 bad 
21 a * 327 162 ” * 265 „ 
22 * * 527 162 * „ 265 * 
23 * * 556 162 * * 279 * 
2 * * 556 162 f * 27 ° 
25 ? 2 556 162 1 2 27 * 
26 o- GAPT 6⁴¹ 162 0 5 279 * 
27 x 1 670 162 * . 294 ” 
13 2 670 162 a 4 294, N 
23 2 670 162 1 ° 294 5 
ene 162 . „ 294 „ 
N 0-7 
32 * 
33 „ 
34 * 

10 * 
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GOMPUTATIONS POR PASSED OVER OFFICERS 


. Bay ALLONANOR = TOTAL 
1s (subtotal ) 96,274 $2,174 
= years additional 
years (Totel) * „ 
Average 362 123 $485 
25 years (subtotal 10,040 3,308 
yoar additional 
—e „ „ 542 
409 133 
CAPTAIN 
30 years (subtotal) 13,377 4,142 
yoer additional 
years (Totel) . 64, 
Average 454 138 $592 
Nete: s. Includes querters end subsistence; neten with no dependents, 
hezaré-incentive 
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APPENDIX B 


COMPARIS0" OF PAY IN ARMED FORCES AND m BUSINESS 
ABD IXDUSTAT POR COMPARABLE wors® 


one Percentage 
Weighted Relation 
Grade Rank High Low Average Wavy/Civil 
————————— ————————————————————————————————————— 7 !...... 
0-8 
$2083 92767 35% 
Armed foress baste pay® 955 955 955 
and allowances® 1147 1147 1147 41 
0-7 
an 1250 1902 
Araed forces basic pay® $26 826 826 43 
* * * 
and allowsnces® 1018 1018 1018 54 
0-6 
ap 1923 498 987 
Armed forces basic pay® 670 642 667 67 
* * * 
und al lovaneese 832 803 829 87 
0-5 — ͤ— 
v 1667 38 619 
Armed forces basic pay? 556 327 539 87 
* E * 
and ellowances® 718 689 701 113 
04 > 
an 938 416 571 
Arneé forces basic pay® 456 427 442 77 
oe * * 
and ellowances® 574 569 586 103 
0-3 
7 675 350 515 
arge forces basic pay? 370 342 356 09 
* * * 
and allowences® 502 47 438 95 
90.2 
N 250 387 
Armed forces basic pay? 278 264 273 n 
* * * 
and allowances® 402 388 7 103 
. 40 % 226 
ar forees basic pay” 294 250 275 69 
* * * * 


and querters allowance? 394 354 375 95 


——— ³·y)jppdpdpPpppprppfßppfr7pfprppßpßpßpßpßpcrfprprfrßrfßßr/ß/ß/ß/ / xxx 
Hote: a. Date on civilien pay from 2 
e (Washington, D. 0. : prose Soar pashan Sissy. — 
pp. 22-23. ‘ 


d. Pactors not considered in Navy pay--medies] ere, leundry sor- 
vice, recreationel facilities and heircuts, subsistence and 
allowance, g 
e. Subsistence and quarters allowances are indicated. 
4. Quarters allowance only included, 
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COMPARISON OF CIVILIAN COMPENSATION AND sILIDARY CCOMCENSALION 


PROPOSED BY THE HOOK COMISSION, 19487 


DOLLARS PER MONTH 
3,500 


3,000 


U CIVILIAN RANGE 


1 MILITARY RANGE 


2,500 


2,000 


1,500 


1,000 


500 


4TH 20 [Isr. CAPT. MAJ. 


ENLISTED EF 


OFFICERS, BASE PAY PLUS ALLOWANCES WITHOUT DEPENDENTS 


LOWER LIMIT > eWUSTED, BASE PAY (INCLUDING FOUND) 


MILITARY RANGE; 


odd GRADES 5-7, BASE AND MAXIMUM LONGEVITY Pay 


CVILIAM RANGE; LIMITS REPRESENT LOWEST AMO HIGHEST RATES REPORTED IN SURVEY FOR COMPARABLE CIVILIAN POSITIONS 


DOLLARS PER YEAR 
42,00 


36,000 


30,000 


24,000 


18,000 


12,000 


6,000 


COL. BRIG. MAv. 


GEN. GEN. 


OFFICERS AND ENLISTED GRADES |-4, BASE AND MAX MUM LONGEVITY PAY PLUS ALLOWANCES WITH DEPENDENTS 


a. Source: Career Condensation for the Armed Forces (Weshington, 
D. O.: Government Printine Office, 1948), p. 21. 

NOTE: Pay schedules adopted in 1943 for officer dersonnel were 

actually lower th-n those vrovosed. 
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